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result: a digital experience that neither differentiates the brand nor has relevance to 
customers or employees. To avoid this, first-hand knowledge about what customers 
are looking for, what they want and need, and what they dream and worry about is 
needed. An in-depth, insight-driven look at how a brand touches customers at various 
stages of interaction - from initial awareness, through trial and purchase, to loyalty 
and advocacy - is crucial to building an effective digital brand strategy. Touchpoints 
are the many ways in which a customer comes into contact with the business. Every 
touchpoint that is in any way associated in customers’ minds with the brand identity 
of a business contributes to the customers’ experience of that brand. This means every 
communications, sales contact, service delivery, customer service interaction, website, 
social networking commentary or self-service experience that the customer comes into 
contact with can impact on the brand image. The phenomenal reach speed and inter- 
activity of digital or online touchpoints makes close attention to the brand experience 
essential and requires an ability to monitor and manage these 24/7 and worldwide. 7 
Marketers need to monitor and manage digital brand health, which is an assessment of 
a how the brand is adhering to its strategic direction in the digital world - (see the 
breakthrough marketing box). 



Breakthrough marketing 




Brand health in a digital world 8 

A brand’s health is more vulnerable in the digital age 
as consumer opinion travels faster and further, spread- 
ing like a communicable disease. Today, brand health is 
under attack in four ways, through: 

1 greater volume of data sources; 

2 faster velocity of consumer data; 

3 broader visibility of consumer sentiment; and 

4 greater volatility of consumer behaviour. 

To manage these four Vs of digital brand influence, 
marketing leaders must prescribe a new approach to 
brand health management by building their: 

• brand responsiveness to react quickly to rapidly 
changing market conditions; and 

• brand resilience to counteract unforeseen crises and 
threats. 9 

A brand’s health is strengthened or weakened by every 
interaction and exposure with a consumer, and the 
advent of digital technology means that a more vigilant 
approach to managing brand perception is required. 
To keep track of the always-on, anytime, anywhere, 
unfettered-public-opinion-sharing customers, mar- 
keters must use a dashboard to augment classic brand 
metrics. 

Marketers need to act and react quickly and intel- 
ligently to the collective real-time consumer opin- 
ions and behaviours that affect a brand’s perception 



or performance. Brand health can be improved by 
building the brand’s responsiveness and resilience (see 
Figure 13.1). 

• Sharpen the brand's reflexes by building brand 
responsiveness. Like a heart monitor, responsive 
brand managers manage the real-time perform- 
ance of the brand's health. This means that mar- 
keters must enable the organisation to act quickly 
on new consumer and marketplace intelligence. A 
great example is Pizza Hut, who are improving their 
responsiveness to customer feedback about the res- 
taurant experience and delivery service. It partnered 
with Radian6 to monitor Facebook and Twitter and put 
a system in place to classify, prioritise and react to 
dissatisfied customers. 

• Boost the brand's immune system by building brand 
resilience. Marketers must prepare the organisation 
to weather unpredictable twists and turns of public 
opinion to protect the long-term value of the brand. 
How much negative sentiment will cause damage 
to brand equity? When should the marketing team 
spring into action? It does not have to be a guessing 
game. Marketers have tools to capture historical data 
for share of voice and consumer sentiment in order to 
create thresholds for when to act. 



Source: Adapted from Forrester, Inc., Global Social Media 
Adoption in 201 1, April 2011. 
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Breakthrough marketing (continued) 




Brand resilience 

Preparedness to 
manage public 
sentiment 




To manage their brand health, 
marketing leaders must build 
their brand resilience and 
responsiveness to counteract 
the four Vs - visibility, volatility, 
volume, and velocity of 
consumer opinion and 
behaviour. 



Brand responsiveness 

Ability to respond to real-time data 



Figure 13.1 Resilience and responsiveness are measured according to the four Vs 
Source: C. Stutzman, D. Cooperstein and C. Madigan (2011) Managing Brand Health in the Digital Age: Howto 
Diagnose and Treat Your Brand's Resilience and Responsiveness, Forrester Research, Inc., Global Social Media 
Adoption in 201 1 , April 201 1 



Gap and Starbucks both had to deal with all four Vs during the launch of new logos by 
each company. 

Gap and Starbucks I* } 

Both Gap and Starbucks received positive and negative consumer sentiment when 
launching new logos. The backlash against Gap’s new logo was intense. Beyond the 
thousands of tweets and Facebook status updates deriding its design, people found 
other creative ways to protest the new logo. A fake Twitter account gathered thou- 
sands of followers, and Gap logo generators quickly went viral. Gap, without any his- 
torical benchmark, appeared to panic over the situation and retracted the new logo 
in favour of the old one. 

Starbucks, on the other hand, was equipped with years of consumer sentiment knowl- 
edge built from fostering intimate relationships with consumers through communities like 
My Starbucks Idea. So Starbucks knew how much criticism to expect and how to handle it. 

It stuck to its logo and asked consumers to trust it about the decision. 

The new Starbucks logo was a departure, but not a radical shift, from the logo that has 
adorned the coffee chain’s cups since 1992. They took the words Starbucks’ and coffee’, 
out of the logo, leaving just the firm’s white on green image of a twin-tailed siren. Star- 
bucks said that in the future it’s possible we’ll have other products with our name on it 
and no coffee in it’. 

Wharton marketing professor David Reibstein says retaining the green colour for the 
logo was critical. You can show that colour, and people will recognize it as Starbucks. 

That colour is really important to them. In a similar way, Apple has taken the most benign 
colour, white, and owned it’. As Starbucks have confirmed their intention to stay with this 
logo the social network backlash has abated. 
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Understanding the new consumer decision journey 

The main difference with digital branding is who controls the information and 
communication - much of this is now outside the control of marketing managers. This 
means that traditional strategies have to be redesigned to cater for the digital age. Tra- 
ditionally, customers started with a large number of brands and then arrived at their final 
choice of one brand to purchase. Once the purchase was made, the relationship with the 
company usually ended - this is called the funnel metaphor (see Figure 13-2). 



THEN THE FUNNEL METAPHOR 

For years, marketers assumed that consumers started with a large 
number of potential brands in mind and methodically winnowed 
their choices until they'd decided which one to buy. After purchase, 
their relationship with the brand typically focused on the use of the 
product or service itself. 



MANY BRANDS 
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FINAL CHOICE 






BUY 





NOW THE CONSUMER DECISION JOURNEY 

New research shows that rather than systematically narrowing their 
choices, consumers add and subtract brands from a group under 
consideration, during an extended evaluation phase. After purchase, 
they often enter into an open-ended relationship with the brand, 
sharing their experience with it online. 
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Figure 13.2 The consumer decision journey 

Source: Reprinted by permission of Harvard Business Review. From Branding in the digital era by Edelman, D., 
December 2010. Copyright © 2010 by the Harvard Business School Publishing Corporation; all rights reserved. 
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The new consumer decision journey takes into account digital technology and the 
consumer-to-consumer engagement within a more detailed decision process. 10 At the 
start the customers adds and subtracts brands from a group and has an extended 
evaluation period. After purchase they continue to engage with the brand often shar- 
ing with other consumers their experience with the brand (see Figure 13.2). Take the 
purchase of a television. Before purchase the customer searches for information online 
and after purchase they often continue to interact with other consumers through a 
variety of sites where they discuss their purchase. The changes from the Tunnel to 
buy’ orientation to a loop which includes consider, evaluate, purchase and advocate 
is shown in Figure 13.2. 

There are four stages to the consumer decision journey: 

1 Consider. This is the set of brands that the consumer will consider from the range of 
brands in the product or service category - called the evoked set. Due to the amount of 
choice available, consumers often reduce the number of brands from which they will 
make a selection. They can also source information on these brands from a variety of 
sources. 

2 Evaluate. Consumers start to study the brands and include and exclude brands follow- 
ing some level of information search aligned to their selection criteria. 

3 Buy. Consumers then purchase either offline or online. Consumers can be dissuaded 
from their choice at this stage. This can occur offline when they have to wait in a shop 
for service and decide to leave, or online when the waiting time for the website is too 
long and th^j opt out of the purchase. Websites provide bounce rates for companies. 
The bounce rate is the percentage visits in which the person left the website after they 
arrived on the entrance (landing) page. 

4 Enjoy - advocate - bond. After purchase a deeper connection can be developed. Many 
customers go online after purchase. This aspect is missing from the traditional funnel. 
When customers are pleased they may advocate the brand, adding to the sources for 
evaluation of others. They can also post negative comments if they are disappointed 
and they may sever ties. The site www.MyVWLemon.com, has 2,000 members and 
about 15,000 message board postings from Volkswagen buyers who are unhappy with 
some aspect of their purchases. Companies have to be aware of and manage these 
engagements. If the bond is strong, they may skip the evaluate stage and go to the 
enjoy-advocate-bond stage. Brand advocates are an important aspect of the digital 
world as they can make or break products and services. A brand advocate is a power- 
ful consumer who is willing to recommend a brand to their friends or advocate for the 
brand. 

The two main implications of the consumer decision journey perspective are: 

1 Marketers should target stages in the consumer decision journey rather than simply 
allocate spending to media. Around 70 to 90 per cent of marketing budgets often go to 
the consider and buy stages, yet marketers would be wiser to allocate communication 
spend during the evaluation and enjoy-advocate-bond stages. Spending on driving 
brand advocacy can improve reviews and encourage discussion, which will in turn 
drive more reviews and discussion. 

2 Marketers must study own media - that is, the channels a brand controls such as the 
website - and earned media - customer-created channels such as brand commun- 
ities. They must also study supportive spend - which is where staff and technology are 
used to create and manage content and to monitor the chatter and comments across 
a variety of channels. 11 Sites like www.socialmention.com give information on online 
chatter and the sentiment towards a brand online. 

Customers need to be reached at the moment that they are going to make their decision. 
This involves monitoring what customers do, what customers see and what customers say; 
and then taking action. 12 
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Mining the information from 
digital technology 

As consumers connect to the brand in fundamentally different ways, the information 
aspects have changed (see Chapters 4 and 5). It can be a major task to manage 
content provision across the digital touchpoints in order to stay online, up to date, 
relevant and in real time. There is a need for constant research of the digital content 
proved by the company and also posted by the customer, mining the information and 
then using the insights from this information to revise brand strategy. To improve a 
brand’s future digital experience, marketers must first understand what it is today. A 
baseline understanding should include both breadth of experience (i.e. the brand’s 
portfolio of digital properties) and depth of experience (i.e. a drill-down view of 
specific experiences). 

Evaluating the digital presences of your brand means searching for both known and 
unknown websites that might be lurking under the radar, and also searching for all 
consumer-generated content across many social networking sites - using search sites 
linked to a dashboard to alert marketing as to content changes and issues arising. Compa- 
nies with little or no digital governance structures are fertile environments for site prolif- 
eration, which can confuse consumers. All company content across all digital technology 
should be managed under a unifying digital brand strategy. 

Companies should conduct a cross-organisational audit of all online touchpoints 
with customers or other key audiences. An audit can uncover places where consumers’ 
experience is not aligned with their needs or the brand’s promise, and places where 
there are tremendous opportunities to deliver that promise. The audit may reveal 
outdated information, creating a potential legal liability and an annoying experience 
for customers. The explosion in social networking has created the need to explore 
not just the company’s content online but also how others are creating experiences of 
the brand online. A health care company completed an audit and found a YouTube 
video of a company sales rep belting out Shania Twain’s ‘Man, I Feel Like a Woman’ 
at a sales meeting. This is probably not the way the healthcare brand wants to build 
its credibility, especially in a category where the online environment is critical to its 
information-hungry consumers. 13 



Understanding the digital brand experience 

A brand comes to life in the digital environment through design, content, technology 
platform, functionality and navigation. Savvy brands use all of these to create a com- 
pelling digital experience. Does your website’s functionality (i.e. checkout, product 
registration) enhance or detract from your brand’s positioning? A defining feature of 
online versus other branding channels is this functionality. Digital branding enables the 
customer to self-direct and customise their relationship with a brand. Is navigation well 
designed for the customer? Can the customer navigate around the site easily and quickly? 
Customers expect speed and ease of use and will leave websites or other technology 
platforms which do not provide the speed and ease of use required. A brand positioned 
as easy to use or intuitive is behaving off-brand when its online checkout process is 
clunky or complicated. It is not enough to promise ‘easy to use’; the brand experience 
has to demonstrate it. For example, Amazon successfully translates its brand promise of 
great service by using navigation, functionality and content to create a service-driven 
digital experience that makes it fast and easy to buy books online, and now to read 
them digitally with the introduction of the Kindle reader - a book and digital shopping 
device. Net-a-Porter is an online company which took luxury ladies’ fashion into the 
online domain. 
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Net-a-Porter 

The brand strategy of online brand Net-a-Porter netted the owner €50 million 
when the brand was sold recently. The website design, content, functionality and 
navigation are excellent. The website is presented in the style of a magazine, allow- 
ing customers across the world the chance to see, review and buy the latest look. 
Shoppers can find a range of products from €30 T-shirts to silk crepe gowns worth 
thousands of euro. Around 2 million customers, mainly affluent women, log on to 
Net-a-Porter every month to browse a range of pieces from 300 top global design- 
ers, such as Jimmy Choo, Alexander McQueen, Stella McCartney and Givenchy. 14 A 
decade ago women only bought clothes they had seen, touched and tried on. Now 
millions buy their designer labels online at Net-a-porter - a company which has 
been called the one-click wonder. Massenet, former fashion editor at Tatler, who 
created Net-a-Porter, is one of the leading success stories of the digital era. She 
launched the company from a minuscule artist’s studio in Chelsea, London a decade 
ago. Since then the company has mushroomed, and it currently has an estimated 
turnover of around €120 million and 600 employees in London and New York. The 
website has won plaudits for revolutionising high-end shopping, allowing women, 
no matter where they live, to immediately and easily access this season’s most 
cutting-edge design fashion trends. It now ships luxurious fashions to 170 countries 
around the world. 
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Customer-managed brands 

Marketers have to rethink how they view their brands and stop trying to control their 
brands, but rather should allow customers to engage with them in creative ways, letting 
the brands become customer managed brands. Companies such as BMW, Converse and 
Mars have embraced this idea and allow their brands to serve as blank canvases for per- 
sonal expression. Consumers can designate the exact features, colours and designs of their 
Mini Cooper cars and Converse sneakers, and brides can serve monogrammed M&M’S 
at their weddings (See Audi on the next page). This collaborative revolution impacts on 
brands and brand management; it changes the way that companies do business. Don 
Tapscott and Anthony Williams write in the best-selling book Wikinomics : How Mass 
Collaboration Changes Everything that the traditional ‘plan and push mentality is being 
replaced by an ‘engage and co-create’ economy. 15 The marketing memo below discusses 
how to influence the brand experience in the digital environment. 

This new world of mass collaboration is based on openness and global sharing. Com- 
panies such as P&G, Dell and Apple, which foster sharing and openness with customers, 
have found that this collaboration also drives innovation - an alignment of open inno- 
vation and social networking that can benefit both the customer and the company. Open 
innovation suggests that companies can and should use external ideas as well as internal 
ideas, and internal and external paths to market. The boundaries between a company and 
its environment have become more permeable; innovations can easily transfer inward and 
outward. The central idea behind open innovation is that, in a world of widely distributed 
knowledge, companies cannot afford to rely entirely on their own research and that often 
customers are great sources of information and research. 



Marketing memo 



Understanding the digital 
experience 

Brand-builders need to care about consumers’ techno- 
logical and online experiences because all of them - good, 
bad or indifferent - influence consumer perceptions of a 
company's brand. Technology-based initiatives can build 
on the following brand promises: 16 

• The promise of convenience: making a purchase 
experience more convenient than the real world. 
Tesco online shopping and home delivery offers 
convenience and support to many customers, some 
of whom cannot go to the shops, whether through 
illness or old age, and for others who just like the 
convenience of home shopping. 

• The promise of achievement: to assist consumers 
in achieving their goals. Online booking and seat 
selection on airlines allows the brand to co-create 
experiences with the customer which align to their 
goal of less queuing and more comfort in travel. 

• The promise of fun and adventure: creating a 
brand experience for the consumer that brings 



excitement and fun. The LEGO site allows cus- 
tomers to design, create and build LEGO online and 
then order the bricks so that this can be recreated 
offline. 

• The promise of self-expression and recog- 
nition: provided by personalisation services such 
as My Yahoo! where consumers can build their own 
website and express their own views through blogs. 
Nike’s website encourages customers to design 
their own running shoes, which is fun, enjoyable and 
engages with the customer. On www.mygoogle.com, 
consumers can send their homepage to Google, and 
personalise it with websites of their own interest 
that provide the latest local news, weather, horo- 
scopes or joke of the day. 

• The promise of belonging: this is provided by 
online communities and explains why social net- 
working sites such as Facebook and StudioZ are 
so popular. Brand communities online can be 
very powerful and are ignored at the company s 
peril. 
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Audi 

Audi ran an absolutely phenomenal digital branding campaign which was creative and 
innovative and encouraged consumer engagement. Knowing that its audience loved to 
talk about cars, it posted images of its new model - called the A1 - across the web. 
Audi then collected people’s responses from social networks and reposted them on an 
Audi site which also allowed users to customise their own Audi A1 - and then encour- 
aged them to share that as well. Almost 40,000 people created customised versions 
of the new model. In total, 5.5 million people visited the site 1 1 9 million times, and the 
company reports that the campaign helped generate the largest number of car pre- 
orders in its history. 18 This branding campaign gave users a customised impression of 
the new brand (by letting them customise the car) and it was intelligently distributed 
through a huge number of social networking sites. This is a shift from the company 
giving information to the customer to the customer as the information giver and the 
designer of their own product. 



Branding and social networking 

Social networking technologies (see Chapter 4) have led to a revolution in user-generated 
content, global communities and the widespread publishing of consumer opinion. Social 
networking is ‘the activities, practices, and behaviours among communities of people who 
gather online to share information, knowledge and opinions’. 19 The information within 
social networking is largely user-generated content where the customer develops and 
posts their own information on the web, which became possible through developments 
in web technology called Web 2.0. The advent of user-generated content marked a shift 
from companies and media organisations creating online content to customers creating 
their own content, publishing their own content easily and immediately, with customers 
trusting other customers and their peers more than company information. People post 
everything from Flickr photos and YouTube videos to blog comments, Twitter posts, and 
reviews on sites such as TripAdvisor or Amazon. User-generated content means that the 
company has little or no control of the content posted. Value creation practices in social 
networking take place under four categories, summarised in Table 13.1, which reinforce 
members escalating engagement with the brand community. 

Some 25 per cent of search results for the world’s 20 largest brands are linked to user- 
generated content. Brands are managed within these user-managed environments while 
staying focused on customer needs and their brand promise. 20 According to a recent 
Nielsen report, users now spend 22 per cent of their time online (or one in every four- 
and-a-half minutes) on social networking sites like Facebook, YouTube and Wikipedia. 
Nielsen also reports that ‘for the first time ever, social network or blog sites are visited by 
three quarters of global consumers who go online. Users on Facebook spent an average 
of 6 hours on the site in the past year. This is far and away the longest amount of time 
that users spent with an online brand’. 21 

Social media provide rich customer insights faster than ever before. They provide 
marketers with powerful new ways to explore consumer lives; to study new product and 
service developments; to build brand awareness; and to trial and sell brands. 22 Using 
social media to support the bfand is a challenge for marketers in knowing what to use and 
when to use it - particularly as they must be sensitive to this customer-controlled world. 
It is important to manage from a customer support perspective and to integrate with the 
brand promise - see the case of Virgin Airways on the next page. 
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Table 13.1 Value Creation Practices which reinforce members escalating engagement with the brand community 



Social networking 

Welcoming 



Empathising 



Governing 



Greeting new members, beckoning them into the fold, and assisting in their brand 
learning and community socialisation. 

Lending emotional and/or physical support to other members, including support for 
brand-related trials (e.g. product failure, customising) and/or for non-brand-related life 
issues (e.g. illness, death, job). 

Articulating the behavioural expectations within the brand community. 



Impression management 

Evangelising 

Justifying 



Sharing the brand 'good news' inspiring others to use, and may involve negative as well 
as positive comments. 

Deploying rationales generally for devoting time and effort to the brand and collectively 
to outsiders and marginal members in the boundary. 



Community engagement 

Staking 

Milestoning 

Badging 

Documenting 



Recognising variance within the brand community membership and marking intragroup 
distinction and similarity. 

Noting seminal events in brand ownership and consumption. 

Translating milestones into symbols and artefacts. 

Detailing the brand relationship journey in a narrative way, often anchored by and 
peppered with milestones. 



Brand use 

Grooming 

Customising 

Commoditising 



Cleaning, caring for and maintaining the brand or systematising optimal use patterns. 
Modifying the brand to suit group-level or individual needs. This includes all efforts to 
change the factory specs of the product to enhance performance. 

Distancing/approaching the marketplace in positive or negative ways. May be directed at 
other members (e.g. you should sell/should not sell that) or may be directed at the firm 
through explicit link or through presumed monitoring of the site (e.g. you should fix this/ 
do this/change this). 



Source: Adapted from Hope J. Schau. Albert M. Muniz, and Eric J. Arnould. How brand community practices create value, Journal of 
Marketing 73 (September 2009), 30-51. 



Virgin Airways 

A recent study of Virgin Atlantic Airways showed how using social networking can influ- 
ence purchasing habits and enhance the customer experience, once social networking 
has been embedded at key customer touchpoints. 23 

• Virgin Airways offers and communicates a clear, relevant customer promise. Customers 
expect that Virgin Atlantic Airways will provide an honest, caring, informal, fun and inno- 
vative service. The most read section of Virgin's Facebook page is the section with travel 
tips from crew members - communications which come across as honest and caring. 

• it builds trust by delivering on that promise. For Virgin, trust relates to its service 
delivery and keeping the customer informed during the delivery process - particularly ^ 
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when there are any issues. During the volcanic ash disruptions, Virgin used Twitter and 
Facebook to keep passengers up to date. 

• It drives the market by continually improving the promise. Social media should supply 
insights which drive continual improvements. Virgin uses social media communication to 
improve passenger experience. When social networking discussion showed that cus- 
tomers did not like repeated security questioning during their loyalty scheme renewal 
process, it introduced a secure opt-in service to eliminate this step in the process. It also 
facilitated taxi sharing for customers from the same flight after it monitored a thread of 
discussion on a social networking site on this item. 

• It seeks further advantage by innovating beyond the familiar. Virgin is known for being 
innovative and has launched many digital innovations including the first iPhone appli- 
cation and the Flying Club and Facebook Flight Status application - both of which have 
been successful. Virgin's launching of its iPhone app was accompanied by an innovative 
viral campaign called ‘Love is in the air’. 24 



Linking social networking and the consumer 
decision journey 

Social networking is and can be used throughout the stages of the consumer decision 
journey from the initial consideration to the postpurchase experience (see Figure 13-3). 

ft 

• Initial consideration. Something has triggered a need for the customer to start thinking 
about making a purchase. The consumer considers an initial set of brands based on 
brand perceptions and exposure to recent touchpoints. 

How can social networking be used ? According to McKinsey, people are three times 
more likely to purchase a brand that was in the initial stages of their purchasing 
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decision journey. 



Figure 13.3 Aligning social networking and the consumer decision journey 

Source: D. Court, D. Elzinga, S. Mulder and 0. Jorgen Vetvik (2009) The consumer decision journey, McKinsey 
Quarterly, 3, 96-107. 
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journey in comparison with those that were added later. Social networking can play a 
part in this early stage by positioning a brand in the forefront of consumers’ minds at 
all times. This might happen by stumbling across a brand on a Facebook page, reading 
a tweet about a good experience someone has had with a brand, or reading a blog 
post or forum thread online about a branded product or service. Not only does this 
help spread word-of-mouth, but the brand that a consumer is most likely to recall is 
one that has a constant place in their mind. 

• Active evaluation. The consumer is actively seeking more information about the prod- 
ucts or services they have in mind. Consumers add or subtract brands as they evaluate 
what they want and don’t want. 

How can social networking be used? Two-thirds of the touchpoints during the 
active-evaluation phase involve consumer-driven marketing initiatives - something at 
which social media excels. Reviews and recommendations from ‘people like me’ play 
an integral part in the customer decision-making process. A good review by an influ- 
ential blogger, or a comment by a social networking influencer, who appeals to the 
consumer audience, can be more valuable than thousands of euros’ worth of advertis- 
ing. By interacting and engaging with influences, brands can build up their presence 
and appeal among their target audience. 

• Post-purchase experience. After purchasing a product or service, the consumer builds 
expectations based on their previous experience, as well as hands-on experience of it 
themselves, to inform the rest of their journey. 

How can social networking be used? Post-purchase relations are very important. 
According to McKinsey, more than 60 per cent of consumers (of facial skin care prod- 
ucts) go online to conduct further research after purchase. If a product is promoted 
effectively online, or has been reviewed or discussed in social media, its most useful 
functions and features can be discovered at this touchpoint. 

• Loyalty loop. This is where a consumer moves from making a one-off purchase to 
developing loyalty with a brand. 

How can social media be used? Social media can be the glue that keeps cus- 
tomers loyal to a brand. A customer who has liked your Facebook page, follows 
you on Twitter and contributes to your company blog is half-way to becoming 
brand loyal. A careful balance of interaction with consumers through social media 
and a great product or service could be the extra step needed to maintain loyalty, 
turning impulse one-off purchasers into loyal customers. Happy customers can also 
turn into brand advocates, and focusing on retaining repeat consumers can help 
attract new or prospective customers. 25 Marketers can overemphasise the ‘consider’ 
and ‘buy’ stages when the ‘evaluate’ and ‘advocate and bond stages have now 
become so critical. 



Marketing memo , a 

— MM — — — — — — 



Social networking goals, 
objectives and metrics 

Building strong relationships is vital. As more and 
more customers trust other customers and/or their 
peers, there is a need to deepen relationships, learn 
from the community and drive purchase intention (see 
Table 13.2). Social networking has been called the 



'Relationship Web' 26 where organisations use appli- 
cations to attract, create, build and deepen relationships 
with people. In order to remain a strong competitor, a 
business needs to forge tighter links with their cus- 
tomers where they are - which is on social networking 
sites. The scale and speed of this social networking means 
that the business must learn to listen to its customers as 
falling short can be instantly painful for a company. 27 

O 
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► Marketing memo (continued) 



Table 13.2 Social networking goals, objectives and metrics 



Goals Objectives Metrics 



Deepen relationship with Achieve a critical mass of audience 
customers through social media 

Encourage ongoing interaction with 
the brand 



Learn from the community Uncover common themes among 

interactions 

Drive purchase intent Persuade engagement with website 

content and utility 



• No. of advocates (fans, followers, authors) 

• No. of comments posted 

• Comments/advocates 

• Advocate influence profile 

• Rank of topics discussed 

• Decipher positive versus negative sentiment 

• Leads to ecommerce partners 

• Retail locater results activity 

• Product brochure downloads 



Source: C. Murdough (2009) Social media measurement: it’s not impossible, Journal of Interactive Advertising, 10(1), 1-10. 



Digital brand communities 

A brand community is a group of people who share an interest in a specific brand and 
create a parallel social universe with its own values, rituals, vocabulary and hierarchy. 28 
Ultimately, for a brand community to be successful, it should help build the brand. A 
digital brand community, also called an online or virtual community, is a social network of 
individuals who interact through specific technologies, potentially crossing geographical 
and political boundaries in order to pursue a mutual interest in a specific brand. It is a 
non-geographical, digitally supported community. 

While brand communities are found both online and offline, only online/digital/virtual 
communities allow consumers to ‘gather’ independently of geographical location and 
time zones. 29 Nevertheless, brand communities may also meet outside the virtual world 
to enjoy their brands together in real life - be it cars, motorbikes, toys, books, games 
based on movies or even food products or cooking. Take the Mini Cooper club where 
mini enthusiasts meet to enjoy their cars together. Online communities can also meet 
offline: for example, in the gaming world large multiplayer activities are enjoyed in real 
life around the world at conferences and seminars. Last year’s attendance at Gamescom 
topped 250,000 fans, exhibitors and journalists, making it the world’s largest gaming event. 
Three kinds of brand community can exist: 

1 exclusively consumer driven with no accepted interference from companies (e.g. fan 
clubs such as Star Trek); 

2 company driven with input from consumers or customers (e.g. Saatchi & Saatchi’s 
lovemarks.com - a site attributed to brands that are high in customer respect and love); 

3 customer-company ‘joint ventures’ (e.g. the LEGO community websites). 30 

Sustaining brand communities depends on people visiting the site, facilitating social inter- 
action among community members and, most significantly, enhancing the loyalty of com- 
munity members. 31 Studies of offline and online brand communities reveal that much of 
the value gained by community members stems not from the brand itself, but from the 
social links formed as a result of using the brand. 32 

Marketing professor Suzanne C. Beckmann from Copenhagen Business School, 
Denmark and Martin Gjerloff from DDB Needham Denmark suggest that companies 
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seeking to communicate with brand communities may do so by following one or more 

of five approaches: 

1 Fight. Many communities are positioning themselves as an opposition to another 
group: what would life be as a Real Madrid fan without Barcelona? The sense of ‘us 
versus them’ influences how community members think, feel and act. The internet 
music file-sharing service Napster, one of the first virtual brand communities, is an 
example of a fight strategy. Napster achieved its success by developing an ingen- 
ious anti-establishment attitude, not just by offering great technology. Napster later 
paved the way for decentralised peer-to-peer file-sharing programmes such as Kazaa, 
Limewire, iMesh, Morpheus and BearShare. 33 

2 Role models. The main function for role models is to be both a catalyst and a backbone 
for a community: somebody to identify with, to be inspired by, and to aspire to. Role 
models can therefore be used to create unified feelings among community members. 
A typical example is communities based on information exchange, brought together 
by a prominent person such as Jamie Oliver, who promoted the idea of healthy food 
in UK schools with the ‘Feed Me Better’ campaign. 34 

3 Exchange. Exchange ranges from gift giving and knowledge sharing to strategic net- 
works and alliances. Exchange, as a central driver of brand communities, is found in 
both consumer- and company-driven communities, and quite often results in a ‘joint 
venture’ between the two parties. An example of a primarily exchange-based com- 
munity is the International LEGO Users Group Network ‘Lugnet’ (www.lugnet.com), 
where the members support and help each other, have fun and provide advice. 

4 Manifestation. Manifestation builds on the human need for the traditions, rituals, sym- 
bols and icons around which groups gather. From a company perspective, such human 
needs may be an attractive venue for relationship-marketing activities. A campaign 
dedicated to increasing consumption of milk provides an example of how manifesta- 
tions may be used. Ads displayed people in daily situations, but only their head and 
feet were exposed in order to symbolise the impossibility of doing anything without a 
body. ‘Don’t take your body for granted. Drink milk’. The ads were used as a spring- 
board for the young target group to start talking about milk in online forums such as 
snowboard competitions and music events. 

5 Progression. Progression means looking forward, constantly striving for development 
and innovation. Consider the case of Adidas. 



Adidas 1 I 

Adidas Originals has created a unique application for providing first-of-its-kind access to 
the brand via the iPhone®. With the help of special 3D image recognition software, users 
get their recommendation for a new pair of sports shoes by taking a snapshot of a pair 
of shoes that they like. Then the application chooses the closest matching product that is 
available from the iconic sportswear label and sends it back to the customer. The snapshot 
is just the entry point into the mobile Adidas Originals world, where users can also check 
out the nearest Adidas shop, flip through the product catalogue, or become one of the 
10.5 million fans on the Adidas Originals Facebook page. 



Online brand communities member characteristics 

Within online brand communities, members engage in a lot of work. They write new text, 
design and rework products and services, create original artwork and music, disseminate 
podcasts, upload video content, sell products and services, write reviews and rate prod- 
ucts and services, program and debug software, offer advice, edit photographs and set up 
specialist blogs, to name but a few tasks. 35 
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In general, the following features characterise an online brand community: 36 

• Consciousness of kind. A characteristic of a community is consciousness of kind, which 
refers to the feeling that binds every individual to the other community members and 
the community brand (e.g. admiration for Nelson Mandela, a passion for beer or red 
wine). For example, Citroen in Greece - www.citroen.gr - includes a list of venues and 
dates where Citroen fans can meet, and an online forum to discuss different Citroen 
models, features and repairs. Two factors determine consciousness of kind: legitimisa- 
tion (distinguishing between true and false members) and opposition to other brands 
- BMW versus Mercedes; Apple versus Microsoft; 

• Rituals and traditions. There is evidence of rituals and traditions that surround the 
brand. These characteristics reproduce and transmit the community meaning in and 
out of the community. Members relate to each other with the memory of major events 
in the history of the brand. 

• A sense of moral responsibility. The members have an obligation to the brand com- 
munity. There is a sen§e of obligation to the community and its members that is often, 
but not always, shared by members of the group (e.g. in regard to product repairs or 
personal services). PlayStation gamers may give online community tips about different 
games. Other communities may share bad experiences suffered by individuals who 
have chosen different brands. 

Figure 13-4 describes a typology of the different ways in which consumers behave as 

participatory, creative collectives in online communities and provides examples of each 

ft 

• Crowds are large, organised groups that gather together for a specific competition or 
project. 

• Hives refers to members of a specialised community who have expert knowledge on 
a certain product or service. 

• Mobs are innovative and playful communities who have a specialist interest. 

• Finally, swarms are when large groups of members individually contribute something 
small to the community. 

Building a positive productive brand community requires careful thought and implemen- 
tation. Branding experts Susan Fournier and Lara Lee have identified seven common 

myths about brand communities and suggest the reality in each case (see Table 13.3). 
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Figure 13.4 A typology of the different ways consumers behave as participatory, creative 
collectives in online communities 

Source: R. V. Kozinets, A. Hemetsberger and H. J. Schau (2008) The wisdom of consumer crowds: collective 
innovation in the age of networked marketing, Journal of Macromarketing, 28(4). Copyright © 2008 Sage 
Publications, Inc. Reprinted with permission. 
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Table 13.3 The Myths and Realities of Brand Communities 



Myth: Brand community is a marketing 
strategy. 

Myth: Brand communities exist to serve the 
business. 



Myth: Build the brand, and the community will 
follow. 

Myth: Brand communities should be love tests 
for faithful brand advocates. 



Myth: Focus on opinion leaders to build a 
strong community. 

Myth: Online social networks are the best way 
to build community. 

Myth: Successful brand communities are 
tightly managed and controlled. 



Reality: Brand community is a business 
strategy. The entire business model must 
support the community brand. 

Reality: Brand communities exist to serve 
the people who comprise them. Brand 
communities are a means to an end, not the 
ends themselves. 

Reality: Cultivate the community and the 
brand will grow; engineer the community and 
the brand will be strong. 

Reality: Communities are inherently political 
and this reality must be confronted with 
honesty and authenticity head-on; smart 
companies embrace the conflicts that make 
communities thrive. 

Reality: Strong communities take care of all 
of their members; everyone in the community 
plays an important role. 

Reality: Social networks are one community 
tool, but the tool is not the strategy. 

Reality: Control is an illusion; brand 
community success requires opening up and 
letting go, of and by the people; communities 
defy managerial control. 



Sources: Susan Fournier and Lara Lee (2008) The Seven Deadly Sins of Brand Community, Marketing Science 
Institute Special Report 08-208; Susan Fournier and Lara Lee (2009) Getting brand communities right, 

Harvard Business Review, April 105-1 1 . 

Digital branding, virtual worlds and gaming 

The internet and the technology environment of computer games and interactive technol- 
ogies provide global brands with an interactive medium through which they can deliver on 
their promises, quickly, reliably and rewardingly. 37 Interactive global game worlds are set to 
be the new way to reach future generations of consumers. Sony’s online game EverQuest 
has millions of players, as does the game World of Warcraft with over 6 million paying 
subscribers. The most successful tabletop war game is Warhammer, a British brand that 
has reached global status. 38 Adidas, Evian, Corona, Diesel and Sony are all brands that 
have recognised branding opportunities in these distinctively themed online communi- 
ties. Branding in this territory is in its early, experimental stage; global brands still have to 
learn more about this new brand playground. 39 Nike successfully incorporated its brand 
into the game There, selling its virtual sports shoes which allow avatars wearing them to 
outrun others. 40 Corona beer is now for sale at a Second Life bar - the bar also displays a 
neon Budweiser sign on the wall. 41 Brand placement within these virtual worlds must take 
care not to burst the ‘fantasy’ bubble that virtual games offer users. The avatar ‘represents 
a distinctly different “shadow” consumer, one able to influence its creator’s purchase of 
real-world products and services and conceivably make its own real-world purchases in 
the virtual world’. Furthermore, many users of virtual worlds import their own examples 
of real-world company logos as props or decorations. Coke machines are common in 
virtual worlds. 
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Red Bull, the Austrian energy drinks company, uses online gaming and virtual 
worlds that successfully gave its product virtual ‘wings’. Since its launch it has kept 
its cool brand image by having a strong online presence and youth focus. This is a 
clever strategy, considering that it is an energy drink, and staying up for hours to 
play online requires that you stay awake. Red Bull teamed up with Sony PlayStation 
and the brand featured in its games, promoted as a way to ‘rock out and relax’ 
between the games’ levels. 42 The virtual gaming world offers consumers and global 
brands opportunities to create new identities. For brands, computer games are a way 
to increase brand awareness on a global scale; for consumers, brands can enhance 
the realism of a game environment or their game character. 43 The subscribed players 
of virtual worlds such as Second Life, EverQuest, There and the Sims Online present 
marketers with highly invested, engaged, captive audiences for branded experi- 
ences. 44 Brands need to be well integrated into the game’s landscape in order for it 
to be perceived as heightening the entertainment as opposed to being perceived as 
‘three-dimensional spam’. 45 



Managing global brands 

More and more brands are now global, from fast food to cars, from fashion to music, 
from banking to biking. When a brand is marketed around the world, that fact alone can 
give it an aura of excellence. A global brand is one that is available in many nations and, 
though it may differ from country to country, the localised versions have a common goal 
and a similar identity 46 . Global brands are brands that customers can find - often under 
the same name - in multiple countries with generally similar and centrally coordinated 
marketing strategies 47 The marketing mix elements may change but the substantial brand 
values are comparable across countries. Global brands may make slight alterations to their 
logo or image, depending on the market they are in, but ultimately the brand image and 
values are consistent in all markets. 

For a brand to be judged as global it must achieve more than one-third of its sales from 
outside its home country and have a visible external marketing presence 48 Alternatively, 
the brands must be available in all four of the main regions of the world: Europe/the 
Middle East and Africa (EMEA), North America, Latin America and Asia. 

Certain consumer segments buy global brands as badges of membership to a ‘global 
mall’, and to reflect a cosmopolitan consumer culture 49 Global branding is about ensur- 
ing that people from different cultures, speaking different languages, recognise and want 
to purchase the brand. 50 Global brands are a way for people from different countries to 
connect with each other; the global brand is a key symbol in this global community. 51 As 
Oxford Professor of Marketing Douglas Holt notes: 

Many consumers are awed by the political power of companies that have sales 
greater than the GDP of small nations and that have a powerful impact on 
people’s lives as well as the welfare of communities, nations and the planet itself. 

A global community is where people around the world view themselves as potential 
partners or even family members in a vast increasingly interconnected human family. 52 To 
build a global brand is to build a brand that has a ‘voice’. Brands talk. Global brands talk 
a lot. They talk to millions of people and are talked about by millions of people. 

Companies contemplating a global branding strategy need to be clear in their motives 
and ambitions. Any company wanting to develop international or global brands should 
have a clear idea of. why and what it is trying to achieve. MasterCard - the global credit 
card company - has a vision ‘to advance commerce globally’. Google’s mission is ‘to 
organise the world’s information and make it universally accessible and useful’. Both of 
these companies have global visions. 
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Global branding is not new. Many companies have a deep-rooted history in global brand- 
ing strategy. Many of Europe’s top brands were developed over 100 years ago and still 
survive today. For example, Cadbury’s was first introduced in 1905 and today sells over 
250 million chocolate bars annually. BT is the world’s oldest communications company, 
emanating from the Electric Telegraph Company that was established in 1846. Lyle’s Golden 
Syrup, manufactured by British company Tate & Lyle, is in the Guinness Book of Records as 
the world’s oldest brand - founded in 1885. The dairy brand Friesche Vlag is an established 
brand in the Netherlands, originating in 1913 and still popular today. Another example is the 
Swedish company H&M. 

H&M §##0 I 

H&M is a fashion retailer that prides itself on delivering fashionable clothing at a low 
price. Originally founded in Sweden in 1947, H&M has almost 2,200 stores in 38 countries 
and as of 201 1 it employed around 87,000 people. Beginning with its first location in 
Stockholm, H&M has never lost sight of its core brand values of combining affordability 
and fashion. While its headquarters are still located in Sweden, H&M operates a global 
organisation, though all fashion designs are made in-house in Stockholm. H&M has a 
global supply network with manufacturing facilities outsourced to lower-wage areas such 
as Bangladesh, China and Turkey, in order to reduce costs. H&M has been able to market 
its brand values successfully to many cultures through its ability to adapt to the differences 
in each new market. 



When deciding to go global, culture becomes important. Culture can be defined as the 
set of basic values, perceptions, wants and behaviours in a society. Each country has its 
own traditions, norms of behaviour and taboos. For example, the Germans and the French 
eat more packaged, branded spaghetti than do Italians. Italian children like to eat choco- 
late bars between slices of bread as a snack - Nutella has a uniquely Italian website as 
Italians are huge fans of both chocolate and the brand. In Belgium, baby clothes for girls 
are trimmed with blue while baby clothes for boys are trimmed with pink. Marketers must 
understand how culture affects consumer reactions in each of the markets they enter for 
their brand to be successful in new markets. Building cultural empathy helps companies 
to avoid embarrassing mistakes and optimise their chances of being successful on a global 
scale. See the marketing insight box below. 



Marketing insight 




Global consumer segments 
and characteristics of global 
brands 

Status and prestige are often associated with glo- 
bal brands, with research showing that global brands 
have more cachet. 53 Recent research found that global 
brands tend to have an ‘esteem’ dividend. This esteem 
is associated with familiarity that leads to comfort and 
feelings of prestige when buying or using the brand. 54 

In a European and Asian survey, consumers were 
grouped into four separate segments: 

1 Global citizens: 55 per cent of respondents rely 
on the global brands’ success as a signal of quality 



and innovation. They also have some concerns for 
corporate socially responsible behaviour by global 
companies. 

2 Global dreamers: 23 per cent of respondents con- 
sisted of consumers who are less discerning and 
really embrace the global brand images as portrayed 
by the companies. 

3 Anti-globals: 13 per cent of respondents are scepti- 
cal about claims of higher quality and dislike brands 
that preach more global or, in many cases, US values. 
They do not trust global brands and try to avoid pur- 
chasing them. 

4 Global agnostics: 8 per cent of respondents evaluate 
the global product or service by the same criteria as 
the local brand. 
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Consumers worldwide are seen to associate global 
brands with three main characteristics which account 
for 64 per cent of global brand preference: 

1 Quality signal (44 per cent). Most consumers equate 
global with quality and use the globalness of the brand 
rather than the country of origin as evidence of quality. 
For example, consumers will pay a higher premium 
for a Renault car or L'Oreal shampoo due to their glo- 
bal brand equity. 

2 Global myths (12 per cent). Some consumers use 
global brands to create an imagined global identity 
that they share with like-minded people, reflecting 
an attitude that 'local brands show what we are; glo- 
bal brands show what we want to be’. For example, in 
Japan over 80 per cent of Japanese women between 
the ages of 18 and 24 own a piece of Louis Vuitton 
luggage. 



3 Social responsibility (8 per cent). Only a small 
number of customers expect companies they buy 
from to address social problems. This group dislikes 
the low levels of corporate social responsibility. Many 
consumers still remember Nestles baby formula 
sales in Africa or Shell’s use of resources in Nigeria. 

Certain consumers use global brands to develop ‘an 
imagined global identity that [is] shared with like-minded 
people’. 55 There is often conflict between supporting local 
brands and the desire for the global brand. Despite the 
advent of a global culture, there is often still a desire for 
local culture. Studies have shown that many consumers 
like to support local products and services. By adapting 
and using brands to appeal to local consumers’ appetite for 
imported or western products or services, a multinational 
can distinguish its products or services and avoid compet- 
ing directly with local groups that know the market better. 



** • 

By aligning brand image to the cultural ideals of a market, companies can capture market 
share. For example, L’Oreal has developed a formula for global success by conveying its 
understanding of different cultures through product design, their communication strategy 
and their targeting. Whether L’Oreal advertisements are evoking French beauty, Italian style 
or oriental elegance, the brand attracts consumers across borders and cultures. More and 
more global brands try to have a ‘think local, act local’ strategy to make their brands more 
locally oriented in foreign markets. Most brands are adapted to some extent to reflect sig- 
nificant differences in consumer behaviour, brand development, competitive forces and 
the legal or political environment. 56 Even global brands undergo some changes in product 
features, service design, packaging, channels, pricing or communications in different global 
markets. 57 Barbie has a doll dressed in Muslim attire; Fanta offers country-specific flavours 
- Chinese consumers enjoy green apple Fanta, while customers in Portugal and Spain have 
watermelon Fanta, and Fanta Shokata - an elderflower cordial - is available in Romania. 

Taking a brand global is a difficult step to reverse, and marketing or brand managers run 
the risk of damaging the brand’s domestic image if they are unsuccessful in creating a glo- 
bal branding strategy. The risks of taking a brand into international markets are as follows: 

• Foreign markets can have different operating environments. 

• Foreign markets can have different cultural histories and social institutions. 

• Brands designed for global markets are not very customer oriented and thus they may 
not outclass other products or services to the extent they did in the home market. 58 



Factors leading to increased global branding 

Many factors have encouraged the phenomenal growth in global brands, including 
increased communication, travel, technology and marketing skill. Some more specific fac- 
tors are as follows: 

• In the last 15 years, economic, cultural and media globalisation has become wide- 
spread, meaning that consumers have started to become more mentally similar to one 
another. Meaningful segments are developing around the world with consumers with 
similar needs and tastes. 
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• For decades media communications circulated within national boundaries but now this 
has become global and increasingly expanding due to the internet and other media. 
Due to media consumption, a teenager in Paris may have more in common with a 
teenager in London or Sydney than with his own parents. The younger generation is 
more influenced by worldwide trends and broad cultural movements fuelled by expo- 
sure to social media, TV, movies and the internet. 

• Similarly, though supply networks have been in operation for centuries, the speed 
and agility of supply means that the ability to move products and services all over the 
world at speed is now phenomenal. 

• Many products and services face saturation in the markets in which they operate. 
With oversaturated markets in Europe, marketers need to look aboard for growth. It is 
for this reason that companies may embark on a global branding strategy in order to 
enhance their future prospects. Shareholder desire for growth can encourage a global 
marketing deployment. 

• The fall of Communism meant that previously inaccessible markets in Russia, China 
and eastern Europe suddenly became much more available to marketers in the West. 
Often companies found consumers globally had been waiting for the chance to buy 
western products and services. Russia’s appetite for western goods means that Moscow 
now offers most of the shopping facilities of a large, modern western city. There are 
supermarkets, department stores stocking imported goods and exclusive boutiques 
with French and Italian designer clothes and shoes for the middle classes and the 
new rich. 

• India, China and growing consumer societies all over the world are hungry for west- 
ern brands and have the disposable income to buy them. For example and despite 
the global recession, China’s appetite for luxury goods fuelled a record year for sales 
and profits in 2011 with LVMH (Louis Vuitton) taking the top spot. The French luxury 
giant Hermes, for instance, recently opened a boutique in Shanghai for its new Chinese 
brand, Shang Xai. The Chinese already buy more cars and televisions than anyone else, 
and they are No. 2 when it comes to PC sales. 

• There is a global dissemination of popular culture. The increasing popularity of western 
popular culture fuels demand for brands from the West. 

• The competitive environment means that if competitors are global then a business may 
need to be global too. 59 

• The world’s population has increased significantly in the last 50 years, mainly due to 
medical advances and substantial increases in agricultural productivity. The world pop- 
ulation is estimated to have reached 7 billion, up from 1.5 billion in 1900. 60 Europe ‘s 
733 million people make up 11 per cent of the world’s population. 

Although the world has grown accustomed to the omnipresence of global brands such 
as the BBC, Volkswagen, Puma and Adidas, and service brands like banking, hotels and 
airlines, retailers, particularly those that cater to daily household needs, have been slow 
to reach out to consumers outside their own country. Exceptions are Tesco, Carrefour 
and Ahold. 



Tesco, Carrefour and Ahold: global retailers 




Tesco is a good example of a service company going global. Tesco, along with other 
European retailers, has decided to pursue a global strategy. Tesco now has 26 per cent 
of its floor space located outside its traditional UK market - UK 74 per cent, Europe 
1 5 per cent and the rest of the world 1 1 per cent. Under the name Fresh & Easy, Tesco 
entered the United States market in 2007, opening a chain of grocery convenience 
stores on the West Coast (Arizona, California and Nevada). It currently has more than 
163 shops there. 
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Many other big-name European retailers such as France’s Carrefour SA and the 
Netherlands’ Royal Ahold NV are also global service brands. Carrefour is one of the largest 
hypermarket chains in the world with over 1,400 hypermarkets, the second largest retail 
group in the world in terms of revenue and the third largest in profit after Wal-Mart and 
Tesco. Ahold, headquartered in Holland, has almost 3,000 shops and 213,000 employees. 
Albert Heijn, the grandson of the founder of the Dutch supermarket that bears his name, 
was the driving force behind the expansion of the Netherlands-based grocery chain oper- 
ator Royal Ahold NV into international markets which include the USA, Sweden and Czech 
Republic. Albert Heijn, the flagship chain of Royal Ahold NV, was founded in 1887 and 
today is one of the leading food retailers and most recognised brands in the Netherlands, 
operating 800 stores with a market share of 33 per cent. These European retailers built 
their reputations and market share in home or domestic markets and then went global. 



Managing iconic global brands 

Many of the major global brands are also iconic brands. Iconic brands are those brands 
that customers ‘regard with awe’. They are the brands that have conquered the world 
with ease and enthusiasm. Examples of European brand icons are Zara, Mercedes, 
Cartier, Rolex, Gucci and Hermes. The marketing managers of these companies under- 
stand and have a deep connection with the culture of the customer. The companies 
are totally focused on preserving and promoting their brands. When companies change 
these iconic braiids, customers can be very upset. British Airways found this out to its 
cost when it removed the British flag from its planes in an attempt to both modernise 
the brand and move to a more ethnic image. Customers were very angry and confused, 
sales fell, and British Airways had to replace the flags on their planes. 

Becoming a brand icon is not something a marketing manager can prescribe - it 
requires outperforming everyone else to have the best brand and marketing around. There 
are five aspects required for a brand to gain iconic status: 61 

1 Target national contradictions - iconic brands speak to mass society by challenging 
anxieties and desires in society. They tap into the sense of desire - like the L’Oreal 
slogan - ‘Because you’re worth it’. 

2 Create myths that lead culture - icons lead popular culture; this sets them apart from 
conventional branders, who tend to mimic it. The Simpsons show is a particularly good 
example of this unconventional view, forcing audiences to think differently about 
existing cultural material. 

3 Speak with a rebel’s voice, iconic brands don’t try to mimic their customers’ tastes 
and feelings; instead they challenge them. The most successful icons rely on an inti- 
mate and credible relationship with a rebel world - such as Nike with the ghetto or 
Volkswagen with bohemian artists. The ‘Wicked Vodka’ campaign from Smirnoff also 
has this irreverent tone. 

4 Draw on political authority to rebuild the myth: icons must be revitalised when ideol- 
ogy shatters; they can draw on the goodwill of the brand to rejuvenate ideas. 

5 Draw on cultural knowledge , which is vital for building icons. Understanding what is 
happening in a culture and responding to that, learning to anticipate new contradictions 
and to select the one that best aligns with the brand’s identity is a challenge. Bulmer’s 
Cider placed an advertisement over the river Liffey in Dublin that read ‘North Cider or 
South Cider?’ 62 This slogan only has cultural significance in Dublin, where the city is 
divided into north and south both culturally and geographically by the river Liffey. 

Some brands are seen as global icons as well as strong national brands, while others are 
strong locally but not globally. Take the Dutch drinks company Heineken. Heineken is 
both a strong local and a strong global brand. There are, however, other strong Dutch 
brands that do not have a strong global appeal - such as the Dutch iconic peanut butter 
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brand Calve. Alternatively, Sony is seen as a global brand but is not an icon of Japanese 
culture. 63 To achieve iconic global status, brands must stay close to the customer but 
explore and understand culture now and into the future. With the global recession, brands 
repositioned into a need for austerity. An example is the Range Rover advertisement which 
suggested that The inherent value of a Range Rover Sport easily handles the ups and downs 
of sand, mud and the economy’; Ragu Spagetti uses the wording - The perfect meal when 
your family is growing and the economy is shrinking’. ‘Consumer marketers are focusing 
their most recent ad campaigns not just on the bargains they’re able to offer, but also on 
the economic value they can deliver at a time when the country is acutely aware of what 
it’s spending and where,’ writes Tessa Wegert on the ClickZ website for digital marketers. 
‘Ads that take a decidedly cash-conscious spin are cropping up on television, in print, and 
of course, online.’ Hyundai, the Korean car manufacturer, is running an advertisement in 
which the voiceover intones: ‘Buy any new Hyundai and if in the next year you lose your 
income, we’ll let you return it.’ Because, the ad continues, ‘We’re all in this together. And 
we’ll all get through it together.’ 64 

Operating a global brand strategy 

Increasingly marketers must properly define and implement a global branding strategy. 
In designing and implementing a marketing programme to create a strong global brand, 
marketers want to realise the advantages of a global marketing programme while suffer- 
ing as few of its disadvantages as possible 65 The ten steps below are the guidelines that 
a company should follow when taking a brand global. 

1 Understand the similarities and differences in the global branding landscape. 

2 Don’t take shortcuts in brand building. 

3 Use all elements of the marketing mix. 

4 Embrace integrated marketing communications. 

5 Cultivate brand partnerships and establish interfaces. 

6 Balance standardisation and customisation. 

7 Balance global and local management control. 

8 Establish operable guidelines. 

9 Implement a global brand equity measurement system. 

10 Leverage brand elements. 

We will consider each of these in turn. 

Understand the similarities and differences in the global branding landscape 

The first - and most fundamental - guideline is to recognise that international markets can 
vary in terms of brand development, consumer behaviour, marketing infrastructure, com- 
petitive activity, legal restrictions and so on. Virtually every top global brand and company 
adjusts its marketing activities programme in some way across some markets, but holds 
the parameters fixed in other markets. Not understanding and reacting to the desires of the 
local market can have huge consequences. When Vodafone entered Japan with Vodafone 
Japan, it offered the same limited product range that worked in other countries. This failed 
to reflect the desire by the Japanese for many different models with fancy features, and 
Vodafone therefore failed to capture the expected market share in that market. 

The best global brands often retain thematic consistency and alter specific elements of 
the marketing mix in accordance with consumer behaviour and the competitive situation 
in each country. Snuggle fabric softener changed its name to Cajoline in France, Coccolino 
in Italy and Miumosin in Spain - all names meaning softness in each language - to reflect 
the national language and to maintain the same brand positioning around the world. 

Don't take shortcuts in brand buildings 

One of the major pitfalls that global marketers can fall into is a mistaken belief that their 
strong position in a domestic market can easily - and even automatically - translate into a 
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strong position in a foreign market, especially with respect to the brand associations held 
by consumers. Marketers must create brand awareness and a positive brand image in each 
country in which the brand is sold. The means may differ from country to country, or the 
actual sources of brand equity themselves may vary. Nevertheless it is critically important 
to have sufficient levels of brand awareness and strong, favourable and unique brand 
associations within each country. There is a danger that the company might take short- 
cuts and fail to build the brand sufficiently in each country. This often happens through 
inappropriately exporting marketing programmes from other countries. Building a brand 
in new markets must be done from the bottom up. Strategically, that means concentrating 
on building awareness first before the brand image. Tactically or operationally, it means 
determining how best to create sources of brand equity in different markets. The way a 
brand is built in one market with distribution, communications and pricing strategies may 
not be appropriate in another market, even if the same overall brand image is desired. 
Take the Vauxhall Nova car, which was marketed all across Europe. The term ‘nova’ 
means ‘don’t go’ in Spanish. 

Use all elements of the marketing mix 

All aspects of marketing mix activities must align with the brand promise. Marketers must 
consider the full range of marketing mix variables to see where adaptations to the product, 
the services, the pricing, the promotion, the service process, and so on, may be needed. 
Any aspect of the mix activities could be crucial for the brand promise in different mar- 
kets. McDon||d’s has adapted its global marketing and has beer in its product range in 
Germany, wine in France, mutton pies in Australia and McSpaghetti in the Philippines. 
Coca Cola had to promote their diet coke as light coke in Japan. They focused on weight 
maintenance because promoting it as a diet drink would not be popular in a region where 
the population is not overweight by European standards. 

Embrace integrated marketing communications 

Top global companies use an extensive integrated marketing communications programme. 
Integrated marketing communications (IMC) is the coordination and integration of all mar- 
keting communication tools, avenues, functions and sources within a company into a 
seamless programme that maximises the impact on consumers and other end users at a 
minimal cost. Each country has its own unique marketing communication challenges. In 
India only one-third of the population have television sets. In Europe, although television 
ownership is nearly universal, eBay shunned TV advertising for its launch into Europe and 
instead used the grassroots approach which cost less and also produced better customers. 
Germany is now the second largest eBay market after the USA, accounting for €1.14 billion, 
or 13 percent, of its total net revenue. So although the brand positioning may be the same 
in different countries, creative strategies in advertising may have to differ. Red Bull uses the 
same basic template for marketing in any country it sells in, to reinforce its positioning as 
an energy drink - using quirky, hand-drawn cartoon commercials extolling the fact that Red 
Bull ‘gives yop wiiiiiiiings’. Yet Red Bull adapts this template for local markets, translating 
the ad into local languages, and selecting local athletes and events to sponsor. 

Different countries can be more or less receptive to different creative styles. For 
example, humour is more common in the UK than in Germany, while France and Italy 
are more tolerant of sex appeal and nudity in advertising. An ad for Camay - the soap 
product - which was shown in France and Italy, with the husband talking to the wife 
while she was in the bath, was considered in bad taste in the Japanese market. 

Cultivate brand partnerships and establish interfaces 

Most global brands have marketing partners of some form in their international markets, 
ranging from joint venture partners, licensees or franchisees and distributors to ad agen- 
cies and other marketing support personnel. One common reason for establishing brand 
partnerships is to gain access to distribution. For example, Guinness has used partnerships 
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Criteria for evaluation 




Strategy 


Speed 


Control 


Investment 


Geographic extension 


Slow 


High 


Medium 


Brand acquisition 


Fast 


Medium 


High 


Brand alliance 


Moderate 


Low 


Low 



Figure 13.5 Trade-offs in market entry strategies 

Source: Keller, Kevin, Strategic Brand Management, 3rd, © 2008. Printed and Electronically reproduced by 
permission of Pearson Education, Inc., Upper Saddle River, New Jersey. 

very strategically to develop markets or provide the expertise it lacked. Joint venture 
partners such as Moet Hennessey have provided access to distribution abroad that 
otherwise would have been hard to achieve within the same time constraints. These 
partnerships have been crucial for Guinness as it expands operations into developing 
countries, from where almost half its profits are now derived. 

A critical success factor for many global brands has been their manufacturing, distri- 
bution and logistical advantages. Often the appropriate marketing infrastructure must be 
developed from scratch, if necessary, as well as adapted to capitalise on the existing mar- 
keting infrastructure in other countries. Many companies have had to adapt operations, 
invest in foreign partners or both in order to succeed abroad. In many cases, production 
and distribution were the keys to success of a global marketing programme. Concerned 
about poor refrigeration in European stores, Haagen-Dasz ended up supplying thousands 
of free freezers to retailers across Europe. Sometimes companies mistakenly adapt strat- 
egies that were critical factors to success, only to discover that they eroded the brand’s 
competitive advantage. Burberry changed its channels of distribution and lost control of 
production and distribution, resulting in its brand going down market and away from its 
luxury brand positioning. 

There are three alternative ways to enter a new global market: 

1 exporting existing brands into the new market (geographic extension); 

2 acquiring existing brands already sold in the new market but not owned by the firm 
(brand acquisition); and 

3 creating some form of brand alliance with another firm (joint venture, partnership or 
licensing agreement) (brand alliance). 

Three key criteria - speed, control and investment - are aligned to these alternatives, to 
judge the different entry strategies - see Figure 13-5. This choice among these different 
entry strategies depends in part on how the resources and objectives of the firm match up 
with each strategy’s cost and benefits. 



Heineken || \ | 

Heineken is a Dutch beer made by Heineken International since 1873. Heineken has a 
sequential entry strategy. The company first enters a new market by exporting to build 
brand awareness and image. If the market response is deemed satisfactory, the com- 
pany will then license its brands to a local brewery in the hope of expanding volume. If 
that relationship is successful, Heineken may then take an equity stake or forge a joint 
venture. In doing so Heineken piggybacks sales of its high-priced Heineken brand with an 
established local brand. As a result, Heineken now sells in more that 170 countries with 
a product portfolio of over 80 brands. With more than 110 breweries in over 50 countries 
and export activities all over the world, Heineken is the most international brewery group 
in the world. 
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Balance standardisation and customisation 

One implication of similarities and differences across international markets is that 
marketers need to blend local and global elements in the marketing progrmmes. The 
challenge, of course, is to get the right balance - to know which elements to cus- 
tomise or adapt and which to standardise. However, global marketers must address a 
number of issues in their marketing strategy to ensure their brand will be successful 
worldwide. Examples of these issues include differences in economic environments, 
political environments and cultures around the world. Global marketing strategies aim 
to maximise standardisation, homogenisation and integration of marketing activities 
across markets throughout the world. 66 

Standardisation means ‘one size fits all’ and helps keep the costs low by using the 
same activities and reaching out to as many people as possible with the same marketing. 
While the theory of standardisation of marketing activities can work on a strategic level, 
it is often not suitable for the richness of detail needed on operative and tactical levels. 
Most marketing activities will be more successful when adapted to local conditions and 
circumstances in the marketplace. In this way a pure global marketing strategy is not ideal 
as it does not take locally related issues into account. Marketers need to understand how 
their brand is meeting the needs of customers and how successful their marketing efforts 
are in individual countries. 67 The weakness, of standardised global marketing is that it does 
not allow for differences in: 

• consumer needs and wants; 

• consumer values, attitudes and behaviour; 

• economies, politics and cultures; and 

• consumer responses to marketing mix elements. 

A key issue to be considered when devising a global branding strategy is how the core 
values of the brand are to be represented in different markets. 68 Quite often what works 
in one country won’t work in another. Many global brands need simultaneously to project 
a global image and create localised empathy in targeted consumer segments. Marketers 
are often required to harmonise centralised global branding strategies and local market 
conditions. 69 Take the example of the BBC. 



The BBC 



For decades BBC TV, Radio and, importantly, the BBC World Service have been broadcast 
around the globe, and the BBC is still a successful major global brand today. The BBC 
brand is the BBC service and the BBC strategy is the BBC brand. No matter where in the 
world, the BBC invokes a sense that is very British - or the positive stereotypes of what 
Britishness symbolises. 70 The brand’s primary success lies in consistency. All markets 
experience Britishness but it has been adapted to their taste. In India the BBC has an 
Indian Mastermind presenter, rather than John Humphrys, and in Argentina the news is 
presented by a Latin American, in English. 



There are aspects of the company and its culture that cannot be transferred from the home 
country to the new market. Examples of this include symbols, corporate culture, rituals, 
routines and control systems. Are there any aspects of the brand that would be offensive, 
not suitable or irrelevant Jto the target market’s culture in the world market? Take Mukk 
yogurt from Italy and Zit’ lemonade from Germany. Another classic example is Gerber 
Baby Food - gerber means ‘to throw up’ in colloquial French. Nintendo’s ‘Wii’ raised a 
few eyebrows in England and Ireland. There have been many classic global blunders in 
marketing - see Table 13.4. 
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Table 13.4 Classic blunders in global marketing 



• Hallmark cards failed in France, where consumers dislike syrupy sentiment and prefer writing 
their own cards. 

• Philips became profitable in Japan only after reducing the size of its coffeemakers to fit 
smaller kitchens and its shavers to fit smaller hands. 

• Coca-Cola withdrew its big two-litre bottle in Spain after discovering that few Spaniards owned 
refrigerators that could accommodate it. 

• General Foods’ Tang initially failed in France when positioned as a substitute for orange juice 
at breakfast. The French drink little orange juice and almost never at breakfast. 

• Kellogg’s Pop-Tarts initially failed in Britain because fewer homes have toasters than in the 
United States, and the product was too sweet for British tastes. 

• The US campaign for Procter & Gamble’s Crest toothpaste initially failed in Mexico. Mexicans 
did not care as much about the decay-prevention benefit; nor did scientifically oriented adver- 
tising appeal. 

• General Foods squandered millions trying to introduce packaged cake mixes to Japan, where 
only 3 per cent of homes at the time were equipped with ovens. 

• S.C. Johnson’s wax floor polish initially failed in Japan. It made floors too slippery for a culture 
where people do not wear shoes at home. 



Brand managers need to decide whether the same kind of brand discrimination will be 
#'1 transferred from the home country to the new market or if a different approach should 

be taken. Brands often need to have some novelty feature to set them apart from other 
brands, particularly if consumers in the market demonstrate loyalty to local brands. 

Balance global and local management control 

Building brands in a global context must be a carefully designed and implemented pro- 
cess. A key decision in developing a global marketing programme is choosing the most 
appropriate organisation structure for managing the global brands. In general, there are 
three main approaches to organisation for a global marketing effort: 

1 centralised at home office or headquarters; 

2 decentralisation of decision making to local foreign markets; and 

3 some combination of centralisation and decentralisation. 

Firms tend to adopt a combination of centralisation and decentralisation to better balance 
local adaption and global standardisation. 

A glocal strategy standardises certain core elements and localises other elements. It is a 
compromise between global and local (domestic) marketing strategies. 71 Glocal marketing 
reflects both the ideal of a pure global marketing strategy and the recognition that locally 
related issues need to be considered. In other words, this concept prescribes that in order 
to be successful globally, marketing managers must act locally in the different markets 
they choose to enter. In a glocal strategy, the corporate level gives strategic direction while 
local units focus on the local consumer differences. Glocal marketing allows for local and 
global marketing activities to be optimised simultaneously. Continuing the Tesco example 
from earlier in the chapter, this UK retailer goes global by adapting its product range to 
local food requirements. 

Global companies understand that they often need to customise their products or ser- 
vices to a certain extent. 

The advantages of glocal marketing are as follows: 

• Consumers feel that the brand is relevant to them and is tailored to their needs and 
wants. 
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Tesco: European expansion 

Tesco has expanded into central Europe and Asia, where it now has more than 139 
stores. Tesco operates a glocal strategy. Shopping in the delicatessen aisle of Tesco’s 
hypermarket in Warsaw is a strikingly Polish experience. Eight barrels of pickles stand 
at the end of one row, with all types of salami and sausages on display. It is not the sort 
of food you would find in any of the UK shops, where Tesco is seen as a quintessential 
British store. Tesco in Warsaw is catering to local tastes. ’Deli foods are very important 
to us,’ says an elderly Polish shopper appreciatively. 




Source: Tesco Stores Ltd 



• There is harmony and balance between the different levels of marketing activity: stra- 
tegic, tactical and operative. 

• Brands gain greater market share. 

Glocal marketing managers have the task of balancing demands from headquarters 

with those of local branches and taking full advantage of local expertise, knowledge and 

information. 72 There are four levels of adaptation: 

1 The branding strategy can be tailored to suit a region. For example, in Asia, Nivea 
adapted its product to cater for the demand for pale skin. 

2 The branding strategy can be tailored to suit a country. For example, in Russia, L’Oreal 
targets mothers and daughters with oil-based products focusing on red hair colouring 
- the most popular hair colour in Russia. Oil-based products would not be popular in 
other parts of Europe, where they would be considered greasy. Mr Clean, the house- 
hold cleaner, becomes M. Propre in the French market. 

3 The branding strategy can be tailored to suit a city. 

4 The branding strategy can be tailored to suit a retailer. For example, the Stella McCartney 
fashion label adjusted her luxury fashion brand to suit the pockets of H&M’s customers. 

Establish operable guidelines 

Brand definitions and guidelines must be established, communicated and properly enforced 

so that marketers in different regions have a good understanding of what they are and are 
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ament a global brand equity measurement system 

tobal brand equity measurement system is a set of research procedures designed to 
jvide timely, accurate and actionable information for marketers on brands, so that they 
v,un make the best possible tactical decisions in the short run and strategic decisions in the 
long run in all relevant markets. As part of this system, a global brand equity management 
system defines the brand equity charter in a global context, outlining how to interpret 
the brand positioning and resulting marketing programme in different markets. With the 
global brand strategy template in place, brand tracking can assess progress especially in 
terms of creating the desired positioning, eliciting the proper response and developing 
brand resonance. 

Leverage brand elements 

Proper design and implementation of brand elements (the brand name and all related 
trademarked brand identifiers) can often be critical to the successful building of global 
brand equity. In general, non-verbal brand elements such as logos, symbols and characters 
are more likely to directly transfer effectively - at least as long as the meaning is clear - 
than the verbal brand elements, which may need to be translated into another language. 
Germany’s largest pharmaceutical manufacturer advertised a headache pill on billboards 
throughout the Middle East showing three photos: on the left, a picture of a grim-looking 
man with a bad headache; in the middle, a photo of the man taking a pill; on the right, 
a photo of the man smiling, looking relieved and happy. The campaign failed miserably 
because Arabic is read from right to left, not left to right. So the message was reversed. 
Feeling good? Take our pills and get a really bad headache. 

If the meaning of a brand element is visually clear, it can be an invaluable source of 
brand equity worldwide. Take the MasterCard symbols or the M&M characters - they need 
no translation. The images can carry worldwide, like the Mercedes star which has con- 
notations of status and prestige everywhere. 

The Marketing memo lists these ten commandments of global branding to help guide 
effective global brand management. 



BUILDING STRONG BRA£? 




Jo. The goal is for everyone within the organisation to understand the 
j an d be able to translate it to satisfy local consumer preferences. Brand 
communication often revolve around two related issues. First, a document 
id charter should detail what the brand is and what it is not. Secondly, the 
crvice line should reflect only those products or services consistent with the 
xtion. To assist in co-ordination, a sophisticated IT system is often put in place 
the brand. The goal of this integrated information system is to facilitate the local 
j ability to tap into what constitutes ‘relevance’ in any particular country and then 
Jcate those ideals to headquarters. It also allows headquarters to control many 
of the brand and to ensure that the brand image is consistent. 
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► Marketing memo (continued) 



markets can vary in terms of brand development, 
consumer behaviour, consumer culture, competi- 
tive activity, legal restrictions and so on. 

2 Don't take shortcuts in brand building. Build a 
brand in new markets from the 'bottom up’, both 
strategically (building awareness before brand 
image) and tactically (creating sources of brand 
equity in new markets). 

3 Use all elements of the marketing mix. 
Marketers must consider the full range of market- 
ing mix variables to see where adaptations to the 
product, the services, the pricing, the promotion, 
the distribution, process, etc. may be needed. 

4 Embrace integrated marketing communications. 
This means coordinating and integrating all mar- 
keting communication tools, avenues, functions 
and sources into a seamless programme that 
maximises the impact on consumers and other 
end users at a minimal cost. 

5 Cultivate brand partnerships and establish 
interfaces. Most global brands have marketing 
partners in their international markets that help 
companies achieve advantages in distribution, 
profitability and added value. 

6 Balance standardisation and customisation. 

Some elements of a marketing programme can 
be standardised (packaging, brand name); others 
typically require greater customisation (distribu- 
tion channels). A company must often use many 
forms of communication in overseas markets, not 
just advertising. 



* 



7 Balance global and local management 
control. Companies must balance global and 
local control within the organisation and distrib- 
ute decision making between global and local 
managers. 

8 Establish global brand operable guidelines. 

Brand definition and guidelines must be 
established, communicated and properly 
enforced so everyone who is connected with 
the brand everywhere knows what they are 
expected to do and not to do. The goal is to set 
rules for how the brand should be positioned 
and marketed. 

9 Implement a global brand equity measure- 
ment system. A global brand equity system is a 
set of research procedures designed to provide 
timely, accurate and actionable information for 
marketers so they can make the best possible 
short-run tactical decisions and long-run 
strategic decisions. 

10 Leverage brand elements. Proper design 
and implementation of brand elements 
(brand name and trademarked brand identifiers) 
can be an invaluable source of brand equity 
worldwide. 



Source: Adapted from K. Keller, (2008) Strategic Brand 
Management, New York: Pearson, K. L. Keller and S. Sood (2001) 
The ten commandments of global branding, Asian Journal of 
Marketing, 8(2), 97-108. 



Branding in developing economies 

As more and more European companies enter the markets of the developing world - 
lured by their large populations, growing economies and the possibility of high returns - 
managing brands effectively in these developing economies requires an understanding of 
consumer behaviour , marketing infrastructure and competitive frames of reference in often 
profoundly different environments. The developing world economies are becoming more 
and more important, most notably the so-called BRIC economies, the rapidly growing 
economies of Brazil, Russia, India and China. These four countries, combined, currently 
account for more than a quarter of the world’s land area and more than 40 per cent of the 
world’s population. It has been suggested that by 2050 their combined economies could 
eclipse the combined economies of the current richest countries of the world. 

Table 13.5 explores the major countries of China and India. The sheer size of these 
markets makes them hard to ignore from a marketing perspective. 
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Table 13.5 The markets of the future: China versus India 2030 - a global forecast 





China 


India 


Size of economy in global terms 


2nd 


4th 


Global position in purchasing power parity 


2nd 


3rd 


Global ranking among fastest-growing economies 


20th 


12th 


Per capita income (US$) 


10,700 


8,900 


World per capita income ranking 


80th 


88th 


Number of workers (millions) 


175 


600 


Population growth rate 


0.82% 


1.01% 


Total population in global terms 


19% 


21.5% 


Percentage of global trade 


8% 


5.5% 


Global trade (US$bn, 2008) 


9,824 


4,500 


Total rail track (km) 


200,000 


130,000 


Total highway length (km in millions) 


1.8 


0.9 


Total number of English speakers (millions) 


10 


250 



Source: V. Dholakia (2011) India and China - comparison of two Asian giants, Trak.in, 6 April. 




The term BRIC was first prominently used by Jim O'Neill, head of global economic research at 
Goldman Sachs in his 2003 thesis, Dreaming with BRICs. 

Source: J. O'Neill 12003) Dreaming with BRICs: the path to 2050, Goldman Sachs Global Economics Paper 

No. 99, October (www2.goldmansachs.com/ideas/brics/book/99-dreaming.pdf). 



Developing countries are a highly diverse group, often with very different views and 
concerns. About two-thirds of the World Trade Organization’s 150 members are develop- 
ing countries. A developing country is a country that has a relatively low standard of living, 
an undeveloped industrial base and a moderate to low Human Development Index (HDI) 
score and per capita income, but is in a phase of economic development. Another way 
of looking at developing countries is that 14 per cent of the world live in countries with 
per capita gross national product of more than €15,000, while 86 per cent of the world 
live in areas with less than that - the developing world. 74 According to a recent article, 
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the 18 largest developing nations are home to some 680 million families earning €4,000 
a year or less. 75 

Vital branding tools such as market research, technology links, supply networks and 
media development are still in their infancy in the developing world. Although the mar- 
kets of developing countries have grown rapidly in recent years, companies still struggle 
to get reliable information about consumers, particularly about those consumers with 
low incomes. It can be difficult to find the deep databases on consumption patterns that 
allow the segmentation of consumers in more developed markets. Marketers also need to 
change their view of consumers based on disposable income and reinvent consumer value 
propositions when looking to the developing world. 

• In Brazil, fast-moving consumer goods giant Unilever has developed Ala, a brand of 
detergent created specifically to meet the needs of low-income consumers who want 
an affordable yet effective product for laundry that is often washed by hand in river 
water. 

• In India, Unilever successfully markets Sunsil and Lux shampoo sachets sold in units 
of 2-4 cents; Clinic All Clear anti-dandruff shampoo sachets at 2.5 rupees each; and 
16-cent Rexona deodorant sticks. In Tanzania, Key soap (originally owned by Port 
Sunlight in the UK) is sold in small units for a few cents. 

• Whirlpool has a line of inexpensive yet stylish washing machines in Brazil, India and 
China. In Brazil, customers want to see the machine operate, so Whirlpool made a 
transparent acrylic lid. In China, where washing machines are considered status sym- 
bols and are often placed in living rooms due to lack of space, extra attention was 
paid to sleek looks. In India the delicate wash cycle is called the ‘sari’ cycle. 

The acceptance of local and global brands and the country of origin of a brand can 
be very important in developing countries. Brands coming from the West are gener- 
ally held in high esteem, especially in developing countries where status is important 
culturally. 76 Research into brand preferences across the world found large differences 
(see Table 13.6). 

As with the decision to enter any new market, marketing managers looking to enter 
developing economy markets have three strategy choices: 77 

1 Adapt the strategy. The company can adapt its business model to countries while 
keeping their core value propositions constant. They must start by identifying the value 
propositions that they will not modify whatever the context. If the company changes 
its brand too radically, it could lose its advantage of global scale and global branding. 

2 Change the contexts. Some multinationals are powerful enough to change the context 
in which they operate. 

3 Stay away. In some cases it is just impractical or uneconomical for a brand to enter the 
emerging market(s). Sometimes it is just that the time is not right. 



Table 13.6 Brand perceptions by global region 

• Europe/USA: markets are mature and have strong local and global brands. The profusion of 
brands clutters consumer choice. 

• Brazil: consumers accept both local and global brands. 

• Russia: consumers prefer global brands in cars and high tech. Local brands thrive in the food 
and beverage sectors. 

• India: consumers buy both local and global brands. 

• China: consumers prefer to buy products from US, European and Japanese companies. 

Source: Reprinted by permission of Harvard Business Review. From Strategies that fit emerging markets 
by Khanna, T., Palepu, K. G. and Sinha, J., 83(6] 2005. Copyright © 2005 by the Harvard Business School 
Publishing Corporation; all rights reserved. 
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Take the case of Danone and the challenges it had entering a developing market. 



Danone HKH 

China has a long history and a complex culture which is still unfamiliar to many in the 
West. Danone is a good example of a company that succeeded in entering the Chinese 
market after an initial failure. The Danone Group (DG) is a global French company founded 
in 1919. Danone is the brand name in most of Europe but it is called Doanonino in Latin 
America and Dannon and Danimals in the United States. 78 In 1987 when DG entered the 
Chinese market with its Yogurt brand, it applied a standardised global strategy of offer- 
ing an almost identical product to the one in its home market. This caused problems as 
very few Chinese had a fridge and they eat using chop sticks (very difficult to eat yogurt 
that way!). Also, reflecting their non-dairy diet, they tend to be lactose intolerant. Having 
reviewed these issues, a new marketing programme was introduced. Danone began by 
creating multiple joint ventures with local firms, buying local dairy facilities and entering 
the market by paying attention to China’s idiosyncratic distribution networks. It also offered 
free fridges, attached spoons to the yogurt pots and developed products with reduced 
lactose to suit the Chinese biological condition. Following these changes, which showed a 
better understanding of the consumer and the market, the Danone Group is now in second 
place in the Chinese dairy market. 



Celebrity branding 



Celebrities with worldwide popularity and recognition can help overcome cultural bar- 
riers in global marketing communications. The universal appeal of celebrities is key to 
their successful use as brand ambassadors. Manchester United - the UK premier league 
football club - has completed several pre-season tours to exploit the lucrative markets of 
the United States and the Far East. Through the marketing of its world-famous players, 
the Manchester United brand has become a hugely successful global brand. Many football 
players endorse other brands, from sunglasses to cars to hair gel. 

The marketing insight box looks at how the popular English chef Jamie Oliver has 
become a brand in his own right. 



Marketing insight 







Brand cooking with Jamie Oliver 

In 1997 Jamie Oliver got his start as a chef at London’s 
River Cafe, when he was prominently featured in a TV 
documentary about the restaurant. His engaging per- 
sonality led five different TV production companies to 
contact him the next day. His resulting television show 
on cooking, The Naked Chef, became a worldwide hit and 
a celebrity chef was born. Oliver has since leveraged his 
cooking fame and reputation to launch a number of suc- 
cessful new products and services: 

• 7 books published internationally in 26 languages, 
with over 14 million sold worldwide; 

• 11 different television series, with over 123 episodes 
shown in over 60 countries; 



• 11 DVDs distributed in 25 countries; 

• two UK-based newspaper columns syndicated in five 
countries; 

• the Jamie Oliver Professional Series of pots and 
pans, bakeware and kitchen accessories, licensed by 
Tefal and sold in department stores in 15 countries; 

• porcelain tableware and serveware licensed by Royal 
Worcester; 

• new products such as the Flavour Shaker, traditional 
Italian pasta sauces, antipasti, olive oils and vinegars; 
and 

• a website, www.jamieoliver.com, that logs 250,000 
unique visitors per month. 



© 
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Marketing insight ( continued I 




Oliver also has a line of non-stick pans and cookware 
for Tefal and has appeared in Australian television 
commercials for Yalumba wines, using Del Boy’s catch- 
phrase of ‘Lovely Jubbly’. 

A celebrity endorser for UK supermarket giant Sains- 
bury’s since 2000, Jamie Oliver is also credited with 
helping the chain’s ‘Recipe for Success’ campaign 
deliver a staggering £1.12 billion of incremental rev- 
enue. The company says that the campaign has been 65 
per cent more effective than any of its other campaigns. 

Jamie's School Dinners was a four-part documentary 
series. Oliver took responsibility for running the kitchen 



meals in Kidbrooke School, Greenwich, England for a 
year. Disgusted by the unhealthy food being served to 
schoolchildren and the lack of healthy alternatives on 
offer, Oliver began a campaign to improve the standard 
of Britain’s school meals. Public awareness was raised 
and subsequent to Oliver’s efforts, the British govern- 
ment pledged to spend £280 million on school dinners 
(spread over three years). 

Jamie Oliver clearly has a strong brand. Like any 
strong brand, his has a well-defined brand image and 
appealing brand promise. 



Celebrity branding is not new. 79 Wh&t is new about celebrity branding is that it has 
become so commonplace in society. The popularity and voyeuristic nature of celebrity 
magazines means that images of celebrities are dissected to investigate which brands they 
wear and usef which can endow the brand with credibility and authenticity. This leads to a 
growing role for celebrities in global branding decisions. Nowadays, approximately 25 per 
cent of TV advertisements feature celebrities. 80 In a memorable incident during the World 
Cup, one commercial break featured top celebrity and soccer player David Beckham in 
four separate advertisements. 81 The longevity of celebrity endorsements is not surprising 
given that their correct use has many advantages for the brand. 



How to use celebrities successfully 

The celebrity should have high recognition. In other words, the endorser must have a 
clear and popular image 82 The celebrity’s perceived credibility must be high in con- 
sumers’ minds. Consumers must trust a celebrity’s motives for endorsing a product or 
service in order for the advertisement to be believed. The celebrity’s image and that of 
the brand he or she endorses should be appropriate to each other: that is, they must 
match up. 

The advantages of celebrity endorsements 

Celebrity endorsements have several benefits: 

• They enhance both the company image and brand attitudes. 

• Celebrities help breathe new life into a company’s advertising for a particular brand. 
Furthermore successful personalities add character to a brand. The British Post Office 
used boy band Westlife to position the Post Office as more appealing to a ‘prime-time ’ 
audience. The point of using Westlife was to ‘uncover the essence of the Post Office’ 
and show that it is ‘on the people’s side’. 

• Above all, celebrity endorsements can lead to increased profits and sales. Table 13.7 
highlights the many successful celebrity-endorsed campaigns. 

• Brands use celebrities to endorse their products by sending them gifts or loans of their 
products to wear to premieres, press interviews, television interviews or weddings, or 
just to use on a daily basis. 

• They can make advertising campaigns stand out from the clutter and draw increased 
attention from the audience. 83 
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Celebrity endorsement of products and services is a major branding development. European stars who have become global 
brands are Germany's Claudia Schiffer, Spain’s Penelope Cruz and from Wales, Catherine Zeta-Jones. 

Source: David Fisher/Rex Features (left); Most Wanted/Rex Features (centre); Carolyn Contino/BEV/Rex Features (right). 



Table 13.7 Most successful celebrity campaigns in the United Kingdom 



Celebrity 


Company 


R0I 


Incremental value (£) 


Prunella Scales and Jane Horrocks 


Tesco 


2.25:1 


2.2 billion 


Jamie Oliver 


Sainsbury’s 


27:1 


1.12 billion 


Stephen Fry and Hugh Laurie 


Alliance & Leicester 


30:1 


656 million 


Bob Hoskins 


BT 


6:1 


297 million 


Vic Reeves and Bob Mortimer 


FirstDirect 


18:1 


223 million 


Ian Wright, Martin Luther King, 
Kate Moss, Elvis Presley, John 
McCarthy, Yuri Gagarin 


0ne20ne 


5.4:1 


199 million 


Martin Clunes, Caroline Guentin, 
Jonah Lomu, Caprice, Jonathan 
Ross 


Pizza Hut 


3:1 


55 million 


Pauline Cuirke and Linda Robson 


Surf 


2:1 


42 million 


George Best, Chris Eubank, Rolf 
Harris, Prince Naseem 


The Dairy Council 


2:5 


21 million 


The Simpsons 


Domino’s Pizza 


5:3 


13 million 



Source: Institute of Practitioners in Advertising ( I PA) , IPA Effectiveness Awards databank (www.ipa.co.uk/ 
databank). Reproduced with permission. 



Multiple brand celebrity endorsers 

Many celebrities are now shared by companies: that is, they are promoting more than 
one brand. Research shows that the endorsement of four or more products and services 
negatively influences the credibility of the celebrity endorser. This weakens the message 
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of the advertisement and the projection of the brand’s image to the consumer. Victoria’s 
Secret model Gisele Bundchen is the highest-paid model in the world, with 20 fashion 
contracts including Ebel watches, Vogue Eyewear and Dolce & Gabbana. 

Celebrity dangers 

In a society becoming increasingly obsessed with celebrity culture, the lives of celeb- 
rities have been placed under a microscope. Europe has a profusion of magazines 
devoted to chronicling even the smallest activities of celebrities, from \Hola\ in Spain 
to OK\ and Heat in the United Kingdom. Under such constant examination it is easy 
for the image of the celebrity to be negatively portrayed or reported. If the celebrity’s 
image is negatively portrayed then so is the brand associated with it. Brand managers 
must be reactive and wary of this. Most celebrity endorsement contracts now contain a 
‘morality clause’ that allows the company to drop the celebrity if warranted by inappro- 
priate behaviour. Supermodel Kate Moss’s public dismissal from campaigns with H&M, 
Chanel and Burberry after being photographed allegedly using cocaine is a reflection 
of the risks of linking brafrds and celebrities. Reviled for having money but no taste, 
the wives and girlfriends (WAGs) of the England football team can kill a brand with a 
single approving nod. Being ‘Wagged’ can damage the brand’s credibility. According to 
one source, 84 the images of Chloe and Jimmy Choo have been tarnished through the 
WAGs’ public use of them. 

Celebrities as brands 

Many celebridfes have completed the journey from featuring in advertising campaigns 
to being the ‘face’ of a brand to becoming brands themselves. In today’s fame-obsessed 
culture, celebrities exist in the mind of the consumer in the same way packaged goods’ 
brands do. Brand managers must be careful that they are not creating future compe- 
tition for themselves through the immediate benefits of utilising celebrity endorsements. 
For example, in the perfume industry celebrity scents have increased by 2000 per 
cent. Perfumes have been launched by both of the Beckhams, Jude Law, Katie Price 
(Jordan) and many others. Over 40 per cent of the £638 million UK women’s fra- 
grance market is accounted for by celebrity fragrances 85 - 16 per cent of UK women, 
1 1 per cent of German women and only 4 per cent of French women own a celebrity 
fragrance. Celebrity brands can become competition for established brands, or estab- 
lished brands can use a celebrity to front their brand - like Keira Knightly for Coco 
Mademoiselle from Chanel. 

Perhaps the most famous celebrity brand is ‘Brand Beckham’, which is a joint branding 
effort between David and Victoria Beckham. At 17 years of age, Posh was asked what she 
would like to be when she grew up and she said, ‘I would like to be more famous than 
Persil Automatic.’ 86 This statement shows her desire to become a global brand. 



Countries and places as brands 

The idea of considering a country or place from a brand perspective only took hold in the 
last two decades 87 There are now many deliberately managed country brands. This type 
of marketing is often called place, country or tourism marketing. 

For effective country brand management, there must be agreement on what the country 
stands for, ensuring consistency of communication in delivering the brand message and 
planning for the long teem. Country’s branding is infinitely more complex than product 
or service branding. A country’s image impacts on people’s decisions in relation to pur- 
chasing products or services from that country, investing, living and visiting or tourism 88 
Take the unrest in the Middle East which affected tourist travel to that region, benefiting 
regions like Spain and Portugal. 





PJ e Di 
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The branding of countries is a contemporary 
branding challenge. 

Source: Courtesy of the organisations shown. 



The Olympics is not just a huge event but also offers revenue generation opportunities 
for businesses, particularly sport, leisure and tourism-related businesses. As the Depart- 
ment for Culture, Media and Sport (DCMS) puts it: 

The London 2012 Olympic and Paralympic Games will be more than a major 
sporting occasion. They provide us with a unique opportunity to showcase all 
that Britain has to offer - both to visitors new to our country and to the large 
number of us who take at least some of our holidays at home. And it is a unique 

opportunity to ensure that our accommodation and tourist facilities match the 
best in the world. 

Spain also benefited through winning the football World Cup in South Africa. 

Many countries have strong associations, such as Scotland with Scotch Whisky, Ger- 
many with cars, Italy with fashion, France with cosmetics and perfumery, Switzerland with 
banking, the Czech Republic with beer, Germany with sausages, and Russia with vodka. 
Places too can have strong associations, such as Cambridge for its university, Waterford 
for crystal, Evian for water and Parma for ham. The entertainment industry and the media 
play an important role in shaping people’s perceptions of places. 89 
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Spain winning the? world cup - country branding benefits greatly from sporting achievements. 

Source: JAVIER SORIANO/AFP/Getty Images 

An effective country brand management strategy requires the following: 90 

• carrying out an analysis to determine the country’s chief strengths, weaknesses, oppor- 
tunities and threats; 

• selecting some industries, personalities, natural landmarks and historical events that 
could provide a basis for strong branding and storytelling; 

• developing an umbrella concept of the country brand that covers, and is consistent 
with, all of its separate branding activities; 

• allocation of sufficient national funds to carry out the branding strategy; 

• through export controls, making sure that every exported product or service is reliable 
and delivers the promised level of performance. 

The Anholt-GfK Roper Nation Brands Index measures the power and quality of each 

country’s ‘brand image’ by combining the following six dimensions: 

1 Exports. This determines the public’s image of products and services from each country 
and the extent to which consumers proactively seek or avoid products from each 
country-of-origin. 

2 Governance. This measures public opinion regarding the level of national govern- 
ment competency and fairness, and describes individuals’ beliefs about each country’s 
government, as well as its perceived commitment to global issues such as democracy, 
justice, poverty and the environment. 

3 Culture and heritage. This reveals global perceptions of each nation’s heritage and 
appreciation for its contemporary culture, including film, music, art, sport and literature. 

4 People. This measures the population’s reputation for competence, education, open- 
ness and friendliness and other qualities, as well as perceived levels of potential hostil- 
ity and discrimination. 

5 Tourism. This captures the level of interest in visiting a country and the interest in 
visiting its natural and man-made tourist attractions. 

6 Investment and immigration. This determines the power to attract people to live, work 
or study in each country and reveals how people perceive a country’s economic and 
social situation. 
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Figure 13.6 Nation 
Brand Hexagon 
Source: The Nation Brand 
Hexagon, Simon Anholt 
2000 . 
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ogy. many of which are controlled by the consumer. 

2 2! Ph h en ° menal reach s P a ed and interactivity of digi- 
tal techno ogy mean that there are more touchpoints 
than ever from the internet - websites and social net- 

'attlnt- 9 ' J 710 ^' 16 and self-service technologies. Close 
attenhon to the online (digital) and offline (human/ 

Lldsf 7 experience is essential, and marketing 
needs to understand, monitor and manage this 24/7. 

3 A compelling digital experience requires that 
the brand and digital technology are integrated 
Social networking puts the power into consumers' 
hands, where user-generated content - where the 
consumer develops and posts their own information 

the web - is a shift to consumer-managed rather 
than company-managed brands. 

4 Social networking, where the consumer uses tech- 
no ogy to post, discuss, share and evaluate brands, 
must be managed and understood through each 

consWprltf T Umer decision j° urne y fom initial 
consideration to moment of purchase and beyond. 

5 The consumer decision journey includes consider 
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dvocate and enjoy, changing how the brand needs 
to be managed. 
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ing, with a think global but act local' orientation. 

9 Many global brands are entering the developing 

world, which means managing brands through 9 
understanding very different consumer behaviours 
marketing infrastructures and competitive environ- 
ments, often in profoundly different geographical 
environments. F 

10 S?‘ a ', h 6rand, ,T e °" e " a "9" ed »«" celebrities, as 
using the worldwide popularity and recognition of a 
celebrity can help to overcome cultural barriers. 

1 1 Country branding means considering a country as 
a brand and deliberately managing it as a brand 

A country s brand image is a combination of six 
dimensions - exports, governance, culture and 
heritage, people, tourism, and investment and 
immigration. 
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of the decision journey. The new roles for marketing 
includes: 

• Orchestrator: managing all the touchpoints, whether 
owned by the company or customer-to-customer 
managed. 



• Publisher: providing content in real time, which for one 
company was 1 60 pieces of content across 30 different 
touchpoints for one new product release. 

• Market intelligence leader: managing the customer 
data and distributing and acting on customer insights 
throughout the organisation. 



APPLICATIONS 

Marketing debate 

The digital era has changed the way marketers manage 
their brands. Debate the argument that: Online branding 
has made it easier to manage global brands versus Online 
branding has made it more challenging to manage global 
brands. 



REFERENCES 

European Brand Institute (2010) Top 25 most valuable European 
single brands, www.rankingthebrands.com/The-Brand- 
Rankings.aspx?rankinglD=22&year=221. 

2 L. Crombie and A. Simmons (2008) Beyond the buzz: designing 
an effective digital brand experience, www.landor.com/ 
?do=thinking.article&storyid=571. 

3 lbid. 

4 lbid. 

5 http://en. wikipedia.org/wiki/The_H ire. 

6 Crombie and Simmons (2008) op. cit. 

7 lbid. 

8 C. Stutzman, D. Cooperstein and C. Madigan (2011) Managing 
brand health in the digital age: how to diagnose and treat your 
brand’s resilience and responsiveness, Forrester Research, 
www.forrester.com/rb/Research/managing_brand_health_in_ 
digital_age/q/id/58691/t/2. 

9 lbid. 

10 D. Edelman (2010) Branding in the digital era, Harvard Business 
Review, December, 62-9. 

1 1 1bid. 

12 lbid. 

13 Crombie and Simmons (2008) op. cit. 

14 l. Beuker (2009) How digital brands can succeed and thrive 
in the engaged era: an interview with Igor Beuker, founder of 
Grupo LaComunidad, Journal of Digital Asset Management, 5(6), 
375-83. 

15 D. Tapscott and A. Williams (200) Wikinomics: How Mass 
Collaboration Changes Everything, New York: Portfolio. 

16 S. Dayal, H. Landesberg and M. Zeisser (2000) Building digital 
brands, McKinsey Quarterly, 2, 42-51. 



Marketing discussion 

Explore the ten global branding strategies that must be fol- 
lowed to ensure success in global branding. 



17 H. W. Chesbrough (2003) Open Innovation: The New Imperative 
for Creating and Profiting from Technology. Boston, MA: Harvard 
Business School Press. 

18 N. Elliott (2010) Winners of the 2010 Forrester Groundswell . 
Awards (Consumer International) Forrester Blog, 19 November, 
http://blogs.forrester.com/nate_elliott/10-1 1-1 9-winners_of_ 
the_2010_forrester_groundswell_awards_consumer_ 
international. 

19 L. Safko and D. Brake (2009) The Social Media Bible: Tactics, 
Tools, and Strategies for Business Success, New York: Wiley. 

20 P. Barwise and S. Meehan (2010) The one thing you must get 
right when building a brand, Harvard Business Review, Decem- 
ber, 80-4. 

21 Nielsen Blog (2010) Social networks/blogs now account for one 
in every four and a half minutes online, http://blog.nielsen.com/ 
nielsenwire/global/social-media-accounts-for-22-percent-of- 
time-online/. 

22 Barwise and Meehan (2010) op. cit. 

23 www.freshnetworks. com/blog/201 1/04/how-to-use-social- 
media-at-key-customer-touchpoints. 

24 Marketing Alchemist (2011) Virgin launches viral market- 
ing campaign for-iphone app, www.marketingalchemist.co.uk/ 
virgin-launches-viral-marketing-campaign-for-iphone-app/; 
Barwise and Meehan (2010) op. cit. 

25 www. fresh networks. com/blog/201 1/04/how-to-use-social- 
media-at-key-customer-touchpoints. 

26 R. Kozinets, S. Wilner, A. Wojnicki and K. de Valck (2010) 
Networks of narrativity: understanding word-of-mouth 
marketing in online communities, Journal of Marketing, 74(2), 
71-89. 

27 Barwise and Meehan (2010) op. cit. 



CHAPTER 13 

28 A. Wipperfurth (2005) Brand Hijack: Marketing Without Marketing, 
London: Portfolio; A. Muniz and T. C. O’Guinn (2001) Brand 
community, Journal of Consumer Research, 27 (March), 412-32. 

29 S. C. Beckmann and M. Gjerloff (2007) A framework for 
communicating with brand communities, 3Rs - reputation, 
responsibility and relevance, ANZMAC Conference 2007, 

Dunedin, 1710-16. 

30 Beckmann and Gjerloff (2007) op. cit. 

H.-F. Lin (2007) The role of online and offline features in 
sustaining virtual communities: an empirical study, Internet 
Research, 17(2), 119-38. 

32 See J. Brown, A. J. Broderick and N. Lee (2007! Word of mouth 
communication within online communities: conceptualizing the 
online social network, Journal of Interactive Marketina 21(3) 

2 - 20 . 

33 See http://en.wikipedia.org/wiki/Napster. 

34 http://community.channe 14. co m/e ve/f o ru m s/a/ 
frm/f/4890059651. 

35 R. V. Kozinets, A. Hemetsberger and H. J. Schau (2008) The 
wisdom of consumer crowds: collective innovation in the age of 
networked marketing, Journal of Macromarketing, 28(4), 339-54. 

36 C. Flavian and M. Guinaliu (2005) The influence of virtual 
communities on distribution strategies in the internet, 

International Journal of Retail and Distribution Management, 33(6), 
405-25; A. Muniz and T. C. O’Guinn (2001) Brand community, 

Journal of Consumer Research, 27 (March), 412-32. 

37 l bid. 

38 B. Cova, 5. Pace and D. J. Park (2007) Global brand 
communities across borders: the Warhammer case, International 
Marketing Review, 24(3), 313-29. 

39 P. Hemp (2006) Avatar-based marketing, Harvard Business 
Review, June, 48-57. 

40 lbid. 

41 Ibid. 

42 M. Lindstrom (2010) Buyology: Truth and Lies About Why We Buy, 
New York: Crown Business; M. Lindstrom (2004) Branding is no ’ 
longer child’s play! Journal of Consumer Marketing, 21(3), 175-82; 

M. Lindstrom (2005) BrandSense, New York: Free Press. 

43 M. Nelson (2002) Recall of brand placements in computer/ 
video games, Journal of Advertising Research, 42(2), 80-92. 

44 1 b i d . 

P. Hemp (2006) Avatar-based marketing, Harvard Business 
Review, June, 48-57. 

46 lnterbrand (2006) Lessons learned from global brands, Best 
Global Brands, www.brandchannel.com/papers_review.asp7sp_ 
id=1 260. 

J. B. Steenkamp, R. Batra and D. Alden (2003) How perceived 
brand globalness creates brand value, Journal of International 
Business Studies, 34, 53-63. 

48 lbid. 

49 N. Klein (2000) No Logo, London.- Flamingo. 

50 M. Neumeier (2006) The Brand Gap: How to Bridge the Distance 
Between Business Strategy and Design: A Whiteboard Overview, 
Berkeley, CA: New Riders; London: Pearson Education. 

51 Holt, Quelch and Taylor (2004) op. cit. 

C. L. Borgman (2003) From Gutenberg to the Global Information 
Infrastructure: Access to Information in the Networked World, 

Boston, MA: MIT Press. 



DIGITAL AND GLOBAL BRAND MANAGEMENT STRATEGIES 553 

53 J. Johansson and I. Ronkainen (2005) The esteem of global 
brands, Journal of Brand Management, 12(5), 339-54. 

54 lbid. 

55 B. Cova, S. Pace and D. J. Park (2007) Global brand 
communities across borders: the Warhammer case, International 
Marketing Review, 24(3), 313-29. 

56 For some recent treatments of branding in Asia in particular, 
see M. Roll (2006) Asian Brand Strategy: How Asia Builds Strong 
Brands, New York: Palgrave Macmillan; P. Temporal (2001) 
Branding in Asia: The Creation, Development and Management 
of Asian Brands for the Global Market, Singapore: John Wiley & 
Sons; S. R. Kumar (2007) Marketing and Branding: The Indian 
Scenario, Delhi: Pearson Education. 

57 P. Ghemawat (2003) Globalization: the strategy of differences, 
Harvard Business School Working Knowledge, 10 November; 

P. Ghemawat (2003) The forgotten strategy, Harvard Business 
Review, 81 (November), 76-84. 

58 T. C. Melewar and C. Walker (2003) Global corporate brand 
building: guidelines and case studies, Journal of Brand 
Management, 11(2), 157-70. 

D. Holt, J. A. Quelch, and E. L. Taylor (2004) How global brands 
compete, Harvard Business Review, September, 69-75. 

60 http : //en. wikipedia.org/wiki/World_population. 

61 Holt, Quelch and Taylor (2004) op. cit. 

62 J. Fanning (2006) The Importance of Being Branded: An Irish 
Perspective, Dublin: Liffey Press. 

63 Steenkamp, Batra and Alden (2003) op. cit. 

64 NPR (2009) Marc Fleishhacker of the ad firm Ogilvy & Mather 
talks with host Jacki Lyden, www.npr.org/templates/story/story 
php?storyld=1 0221 1267 

65 K. Keller (2008) Strategic Marketing Management, International 
Edition, New York: Pearson. 

66 G. Svensson (2002) Beyond global marketing and the 
globalization of marketing activities, Management Decision 
40(5/6), 574-84. 

67 G. McGovern, D. Court, J. Quelch and B. Crawford (2004) 

Bringing customers into the boardroom, Harvard Business 
Review, November, 1-10. 

M. Desbordes (2006) Marketing and Football: An International 
Perspective, Boston, MA: Elsevier. 

J. Barron and J. Hollingshead (2004) Brand globally, market 
locally, Journal of Business Strategy, 25(1), 9-15. 

70 Melewar and Walker (2003) op. cit. 

71 Svensson (2002) op. cit. 

72 C. Macrae and M. D. Uncles (1997) Rethinking brand 
management: the role of brand chartering, Journal of Product 
and Brand Management, 6(1), 64-77. 

73 J. O'Neill (2003) Dreaming with BRICS: the path to 2050, 

Goldman Sachs Global Economics Paper No. 99, October 

(www2.goldmansachs.com/ideas/brics/book/99-dreaming.pdf). 

74 G. Wyner (2008) A changing climate, Marketing Management, 
January-February, 8-9. 

75 C. K. Prahalad and A. Hammond (2004) Selling to the poor, 

Foreign Policy, May-June (www.ckprahalad. com/2006/0 1/29/ 

selling-to-the-poor-by-allen-l-hammond-ck-prahalad/). 

76 R. Batra, V. Ramaswamy, D. L. Alden, J. -Steenkamp and 
S. Ramachander (2000) Effects of brand local and nonlocal 




L Journal of 

agies that fit 
63-81. 

i branding 
7. 

slew York Times, 

iplemental 
;, Fort Worth, TX: 



84 C. Coulson (2006) You’ve been WAGGED! Telegraph, 9 August, 
http://fashion.telegraph.co.Uk/a rticle/TMG3355473/you’ve-been- 
WAGGED.html. 

85 Celebrity-endorsed perfumes on the rise, The Economic 
Times, 24 October 2007 (http://economictimes.indiatimes.com/ 
articleshow/2484543.cms). 

86 Extract from V. Beckham (2001) Learning to Fly, (www.wpp. 
com/wpp/marketing/branding/articles_poshspice.htm). 

87 P. Kotler and D. Gertner (2002) Country as brand, product, and 
beyond: a place marketing and brand management perspective, 
Journal of Brand Management, 9(4/5), 249-61. 



arfrcie.i.v. 



82 M. R. Solomon (1999) Lon^.. 
Cliffs, NJ: Prentice Hall. 



83 lbid. 



lis Is Money [Daily 
pecial-report/ 
d=1 08). 

4th edn, Englewood 



88 l bid 
89 lbid 



90 l bid 

91 The Anholt-GfK Roper Nation Brands Index, www.gfkamerica. 
com/practice_areas/roper_pam/nbi_index/index.en.html. 



Part 5 



Shaping the market offering 




Hear a variety of top marketing executives from a wide 
range of organisations offer their own interesting and 
varied perspectives on the key themes of Part 5 includ- 
ing: Phil Popham, Global Managing Director, Land 
Rover (top); Neil Rami, Managing Director, Marketing 
Birmingham (centre); and Friday’s Farms, a family busi- 
ness producing over 4 billion eggs a year (bottom). 
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^ /Video documentary for Part 5 

Go to www.pearsoned.co.uk/ 
marketingmanagementeurope to watch the 
video documentary that relates to Part 5 and 
consider the issues raised below. 



Essentially there are two key components in a prod- 
uct offer - a package which is offered for sale at a 
stated price. 

Part 5: Shaping the market offering explores three 
important themes: 

1 managing products and services; 

2 creating new products; and 

3 developing pricing strategies. 

Pricing is a sensitive concern that in the customer's 
eyes reflects perceived value in the offering and 
that must deliver a long-term sustainable competi- 
tive advantage to the supplier. In highly competitive 
markets, customers exert considerable influence on 
the packages that companies bring to market. The 
modern concept of customer-perceived value dictates 
that customers expect their purchases to contain both 
product (tangible) and service (intangible) attributes 
and benefits. Well-perceived value packages result 
in pleasant buying experiences in both consumer and 
business markets. 

Developing new products or customer-perceived 
value packaged is an ongoing process in modern 
markets. When watching the video documentary 
that accompanies Part 5, consider how HSBC 
stresses its concern for customers’ expectations 
and how they are of paramount importance. Each 
company acknowledges in its own way that due 
attention should be paid to current and anticipated 
changes in the market and the activities of the 
competition. 
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Chapter 14 




High-performance equipment backed by superior sales and service 
functions is at the heart of Caterpillar’s successful product strategy. 



Designing, developing and 
managing market offerings 






t 



IN THIS CHAPTER, WE WILL 
1 ADDRESS THE FOLLOWING 
QUESTIONS: 

What marketing strategies are 
appropriate at each stage of the 
product life cycle? 

What are the implications of 
market evolution for marketing 
strategies? 

What are the characteristics of 
market products and how do 
marketers classify products? 

How can companies differenti- 
ate products and manage their 
product mix and product lines? 

How can companies use packag- 
ing, labelling, warranties and 
guarantees as marketing tools? 



Source: Douglas C. Pizac/AP Wide World Photos. 
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life cycle 9 



M arketing begins with formulating a customer-perceived value (CPV) 
offering to meet target customers’ needs or wants. The offer will be judged 
in terms of the relative degree of customer satisfaction that the offering 
delivers. This chapter examines how successful companies design, develop and 
manage their CPV portfolio offerings. 

Caterpillar has become a leading firm by maximising total customer-perceived 
value in the construction equipment industry, despite challenges from a number 
of able competitors such as John Deere, J. I. Case, Komatsu, Volvo and Hitachi. 
First, Caterpillar produces high-performance equipment known for its reliabil- 
ity and durability - key purchase considerations in the choice of heavy industrial 
equipment. The firm also makes it easy for customers to find the right product by 
providing a full line of construction equipment and offering a wide range of finan- 
cial terms. Caterpillar maintains the largest number of independent construction 
equipment dealers in the industry. These dealers all carry a complete line of 
Caterpillar products and are typically better trained and perform more reliably 
than competitors’ dealers. Caterpillar has also built an impressive worldwide parts 
and service system. As the company offers CPV packages, it is able to command a 
premium price in the marketplace . 1 

Markets are becoming increasingly dynamic. As a result product life cycles 
shorten dramatically. 
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Product life-cycle marketing strategies 

The traditional term product can lead to confusion as buyers’ market conditions nor- 
mally require companies to offer a package of tangible (traditional product attributes 
and benefits) and supportive intangible (traditional service attributes and benefits) to 
meet customer-perceived value requirements and expectations (see Chapters 10 and 11). 
This is why the text frequently refers to the term market offering, which embodies the 
tangible and intangible components of this newly defined product. The terms ‘product’ 
and ‘market offering’ are interchangeable. A company’s positioning and differentiation 
strategy must change as the product/market offering, market and competitors change 
over the product life cycle (PLC). To say that a product (market offering) has a life cycle 
is to assert four things: 

1 Products (market offerings) have a limited life. 

2 Sales pass through distinct stages, each posing different challenges, opportunities and 
problems to the seller. 

3 Profits rise and fall at different stages of the product life cycle. 

4 Products require different marketing, financial, manufacturing, purchasing and human 
resource strategies in each life cycle stage. 

Product life cycles 

Most product life cycle (PLC) curves are portrayed as bell-shaped (see Figure 14.1). This 
curve is typically divided into four stages: introduction, growth, maturity and decline. 

1 Introduction: a period of slow sales growth as the product (market offering) is intro- 
duced into the market. Profits are non-existent because of the heavy expenses associ- 
ated with market introduction. 

2 Growth: a period of rapid market acceptance and substantial profit improvement. 

3 Maturity: a slowdown in sales growth because the product (market offering) has 
achieved acceptance by most potential buyers. Profits stabilise or decline because of 
increased competition. 

4 Decline: sales show a downward drift and profits decline. 

The PLC concept can be applied to analyse a product category (alcohol), a product form 
(white alcohol), a product (vodka) or a brand (Smirnoff). Not all products exhibit a bell- 
shaped PLC. Three common alternative patterns are shown in Figure 14.2. 




Figure 14.1 Long-range product market expansion strategy (PI = product 1; Ml = market 1) 
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(a) Growth-slump-maturity pattern (b) Cycle-recycle pattern (c) Scalloped pattern 






Figure 14.2 Common product Life-cycle patterns 



Figure 14.2(a) shows a growth-slump-maturity pattern , often characteristic of small 
kitchen appliances, such as handheld mixers and bread-makers. Sales grow rapidly when 
the item is first introduced and then fall to a residual level that is sustained by late adopters 
buying for the first time and early adopters replacing it. 

The cycle-recycle pattern in Figure 14.2(b) often describes the sales of new drugs. The 
pharmaceutical company aggressively promotes its new drug, and this produces the first 
cycle. Later, sales start declining and the copipany responds by triggering another market- 
ing communication push, which produces a second cycle (usually of smaller magnitude 
and duration). 

Another common pattern is the scalloped PLC in Figure 14.2(c). Here sales pass through 
a succession of life cycles based on the discovery of new product/market offering charac- 
teristics, uses or users. The sale of nylon, for example, shows a scalloped pattern because 
of the many new uses - parachutes, hosiery, shirts, carpeting, boat sails, car tyres - that 
continue to be discovered over time. 



Style, fashion and fad life cycles 



Three special categories of product life cycles - styles, fashions and fads - can be distin- 
guished (Figure 14.3). A style is a basic and distinctive mode of expression. Styles appear 
in homes (French, Italian, Scandinavian and Spanish); clothing (formal, casual); and art 
(realistic, surrealistic, abstract). A style can last for generations and go in and out of vogue. 
A fashion is a currently accepted or popular style in a given field. Fashions pass through 
four stages: distinctiveness, emulation, mass fashion and decline. 2 

The length of a fashion cycle is hard to predict. One point of view is that fashions 
end because they represent a purchase compromise, and consumers start looking for the 
missing attributes and benefits. For example, as cars become smaller, they become less 
comfortable, and then a growing number of buyers start wanting larger cars. Another 
explanation is that too many consumers adopt fashion clothes, as catwalk designs reach 
the fast fashion stores such as Zara causing others to seek the latest fashion releases. Still 
another is that the length of a particular fashion cycle depends on the extent to which 
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Figure 14.3 Style, fashion and fad life cycles 
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the fashion meets a genuine need, is consistent with other trends in the society, satisfies 
societal norms and values, and keeps within technological limits as it develops. 

Fads are fashions that come quickly into public view, are adopted with great zeal, 
peak early, and decline very fast. Every Christmas in the United Kingdom certain toys are 
all the rage: Buzz Lightyear, Cabbage Patch dolls and Rubik’s cube have all been at the 
top of children’s wish lists in recent years. Generally speaking, fads are characterised by 
a short life cycle and tend to attract only a limited following, those who are searching for 
excitement or want to distinguish themselves from others. Fads fail to survive because they 
don’t normally satisfy a strong need. The marketing winners are those who recognise fads 
early and leverage them into products (market offerings) with staying power: for example, 
successful rock bands such as Abba, the Beatles and the Rolling Stones. 

Marketing strategies: the introduction stage and the 
pioneer advantage 

Because it takes time to roll out a new product/market offering, work out the technical 
problems, fill dealer pipelines and gain consumer acceptance, sales growth tends to be 
slow in the introduction stage. Profits are negative or low, while promotional marketing 
communications expenditures are at their highest ratio to sales because of the need to: 
(1) inform potential consumers; (2) induce customers to trial the market offering; and 
(3) secure distribution in retail outlets. 3 Firms focus on those buyers who are the most 
ready to purchase. Prices tend to be high because costs are high. 

Companies that plan to introduce a new market offering must decide when to enter the 
market. To be first can be rewarding, but risky and expensive. To come in later makes 
sense if the firm can bring superior technology, quality or brand strength. Speeding up 
innovation time is essential in an age of shortening product life cycles. Being early has 
been shown to pay. Nokia is a good illustration of a fast-track innovator. In many cases 
the market pioneer gains the greatest advantage. Companies such as Amazon, Nintendo, 
Sony and Swatch developed sustained market dominance. 

What are the sources of the pioneer’s advantage? Early users will recall the pioneer’s 
brand name (as in the case of Hoover, whose brand name became the generic term for 
vacuum cleaners for several years in the United Kingdom) if the product satisfies them. 
The pioneer’s brand also establishes the attributes the product class should possess. The 
pioneer’s brand normally aims at the middle of the market and so captures more users. 
Customer inertia also plays a role; and there are producer advantages: economies of scale, 
technological leadership, patents, ownership of scarce assets, and other barriers to entry. 
Furthermore, pioneers can benefit from effective marketing communications and enjoy 
higher rates of consumer repeat purchases. 

However, pioneer advantage is not inevitable. Look at the fate of Amstrad (low-cost 
personal computers), Apple’s Newton (personal digital assistant) and Netscape (web 
browser), which were all market pioneers overtaken by later entrants. First movers also 
have to watch out for what some have called the ‘second mover advantage’. 



Coffeeheaven $ 

Quick to plug a gap in Europe’s cafe society 

Richard Worthington was in Warsaw for a business deal when he went in search of a good 
cup of coffee. He could not find one, which gave him a great business idea. Seven years later 
the business he founded, Coffeeheaven, is the largest modern branded coffee shop chain in 
central Europe, with 59 outlets across the region, 39 of them in Poland. ‘To me it was just a 
question of time before coffee bars appeared here. When we looked around central Europe, 
we saw fragmented markets, unfriendly staff, women-unfriendly restaurants and bad coffee. 

It was an enormous opportunity,’ says the British entrepreneur. 

o 
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For the moment, Coffeeheaven is more or less alone in a region with 140 million con- 
sumers. Older, more established coffee operations have skipped central Europe, jumping 
from Germany to oil-booming Moscow. Worthington’s idea was not particularly ground 
breaking. Anyone walking down a North American or British street in the past decade 
would have noticed the trend to smart coffee bars that serve food, in a pleasant atmos- 
phere that encourages lounging with a book or a Laptop. 

Central Europe is still fertile ground for adopting well-established western business 
models wholesale for increasingly wealthy customers, who are familiar with offerings in 
western Europe. The trick was to see that central Europe would rapidly become much 
more like western Europe in its tastes, in its expectations of service and quality, and even- 
tually in its spending patterns. 

The model Worthington chose was Britain’s Cafe Nero, which stresses its food as 
well as its coffee. The first Coffeeheaven opened in 2000, followed in 2001 by an outlet 
in Galeria Mokotow, a new high-end shopping mall in southern Warsaw. That branch 
recouped its initial investment in 37 weeks. Since then the chain has grown by setting 
up in Warsaw’s airport and main railway station as well as in cinemas. It is also look- 
ing at closer cooperation with Empik, a leading bookseller that is also a shareholder. In 
2007, the chain reported sales of £6.4 million and a loss of about £700,000. It made its 
first profit in 2008, as it expanded in the Czech Republic, Slovakia, Bulgaria, Romania 
and Latvia. It is listed on the Alternative Investment Market (AIM) in London. 

But Coffeeheaven s unchallenged expansion throughout the region is coming to an end. 
Costa Coffee, the coffee chain owned by Britain’s Whitbread, announced in 2008 that it is 
to move into Romania, Bulgaria and Poland, with the aim of opening 200 shops in the first 
five years of its planned expansion programme. Other large coffee chains are also taking a 
second Look at central Europe. However, late entrants will face several hurdles. The first is 
that Coffeeheaven already has choice locations in most of the region’s new shopping malls. 
‘We have a first-mover advantage,' says Worthington. The action here is in the malls, and 
outsiders will have to buy someone out if they want to get in.’ 

Coffeeheaven has avoided the fate of many other pioneers entering new markets which 
take advantage of their status to make quick profits with an inferior offering. Even if the 
competition does make an appearance in a region where people drink only about half as 
much coffee as in western Europe, the company should be able to sustain fairly robust 
rivalry. There are also plans to expand into the Ukraine. In December 2009 Whitbread 
gave its network of Costa Coffee shops in central and eastern Europe a boost by acquiring 
Coffeeheaven for £36 million. John Derkach, the managing director of Costa, said: ‘It is an 
important step forward in achieving Costa’s strategic objectives and international growth 
ambitions. This transaction will give Costa a strong position in the important and rapidly 
growing central and eastern European market.’ Founded in 2000, the AIM-listed Coffee- 
heaven has 62 shops in Poland, 14 in the Czech Republic and 14 across Bulgaria, Hungary 
and Latvia. 

Source: J. Cienski (2006) Jan Cienski in Warsaw, Financial Times, 20 December; Independent, 16 December 2009. 



Jaguar •##«) I 

Premium sports car 

Jaguar was looking to replace the flagship of its range, the XK8/XKR high-performance 
sports car. It was imperative that the new model strongly communicated the core brand 
values of beauty, luxury and sportiness. The specialist agency Innovia was asked to create 
ideas for new features and attributes that would be worthy of the pedigree and would keep 
the trade press buzzing. Innovia explored the different associations of luxury and sporti- 
ness in the consumer’s mind, and then created concepts that exploited the synergies and 
overcame the contradictions. It identified emerging technologies and created a range of 
features that could help the new model build a leading market position. 



O 
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Jaguar’s XK8/XKR high-performance sports car 
Source: © Mark Scheuern/Alamy. 



The new car was Launched to widespread acclaim in March 2006 and won the UK's 
BBC Top Gear’s ‘Car of the Year’ Award in 2007. However, the company continued to Lose 
money and in March 2008 Jaguar was acquired by the Indian conglomerate Tata. 

Source: www.innoviatech.com/projects/articles/9/premium-sports-car. 



If a company wants to win, it needs to be the first, surely? The first mover advantage 
theory states that the first company entering a certain market will gain massive market 
share due to the competitive advantages developed and will also be able to defend its 
leadership position from new entrants. The reasoning behind it is quite intuitive, it goes 
a long way with conventional wisdom and, if that was not enough, the principle has also 
been proposed by academics and managers around the world. Andrew Grove, Intel’s ex- 
CEO, defended that ‘the first mover and only the first mover, the company that acts while 
others dither, has a true opportunity to gain time over its competitors; and time advantage, 
in this business, is the surest way to gain market share’. 4 

There is a lot of theoretical evidence supporting the model, but does this evidence 
emerge empirically as well? Not quite. Consider the markets for safety razors, dispos- 
able nappies, photographic film, laser printers, games consoles, VCRs, energy drinks, 
personal computers, internet browsers, operating systems, search engines, online 
bookstores, online auctions, VoIP (a protocol optimised for the transmission of the 
voice through the internet) services - and the list goes on. In each and every one 
of these markets, the leader position is held by a company that was a late entrant to 
the market. 

The question then becomes: why, despite the lack of empirical evidence, do people 
still embrace the idea that being the first to enter a market is extremely important? There 
are three main reasons: the industrial age environment, natural monopolies and the bias 
towards winners. 
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Industrial age environment 

Until the 1980s, during the era of sellers’ markets the pace of change in many indus- 
tries was much slower. Being the first to enter a market characterised by stability 
and predictable incremental changes could actually yield significant advantages. In 
the information age, however, discontinuities and market innovations are becoming 
the norm. As a consequence, success often comes no longer from being the first to 
market but from rapidly evolving the product to become the dominant design. JVC’s 
VHS recording technology came to the market almost two years after Sony’s Betamax. 

Nonetheless by licensing out the technology to other producers, creating alliances with 
content creators and adapting the features to address the needs of customers and rental 
stores, JVC managed to establish the VHS as the standard for video recording, driving 
Betamax out of the market. 

Natural monopolies 

Some markets present predominant capital costs and infrastructure constraints, meaning 
that the first mover can actually build a strong competitive position by merely enter- 
ing the market before other players. This is the case for oil and gas distribution, water 
services and electricity. Natural monopolies represent exceptions in most countries. In 
modern economies, being able to understand customers, manage innovation and adapt 
quickly to market discontinuities is much more important than being the first to enter a 
market. The most evident example is the internet. Google was not the first search engine. 

Amazon was not the first online bookstore. eBay was not the first online auction site. 

All these companies were focused on understanding their customers, innovating and •• 

adapting their strategies to reflect market changes, thus enabling them to build strong * 

leadership positions. 

Bias towards winners * 

Over the long term there is a natural tendency to forget failures and to over-celebrate 
successes. It is not surprising, therefore, that people wrongly associate long-term market 
leaders with the first to enter a certain segment. Consider the case of laser printers. In 1971 
Xerox developed the first working model. IBM, on the other hand, was the first company 
to commercialise it in 1976. Hewlett-Packard entered the market almost ten years later, 
developed laser printers rapidly to suit mass market requirements and managed to become 
the clear winner. Hewlett-Packard has sold more than 100 million units - no wonder 
people think it was the first company to commercialise laser printers. 

Entering a new market too early can prove to be disappointing. Many companies 
have found that it pays to learn from the experience of first movers and then enter 
the market before a dominant branded design emerges. Contrary to what most peo- 
ple think, King Gillette was not the first to market safety razors. They were invented 
in New York in 1880 by the Kampfe brothers, and a decade before King Gillette 
opened his company there were already commercial safety razors being sold. Gillette, 
however, evolved the product rapidly both by improving the design and by creat- 
ing a business model where the profits would be made with the disposable blades. 

Neatly crafted business strategy, good understanding of customer needs and marketing 
enabled Gillette to dominate the safety razor market for a long period, after being a 
late market entrant. 

Schnaars studied 28 industries where the imitators surpassed the innovators. 5 He found 
several weaknesses among the failing pioneers, including new products that were too 
crude, were improperly positioned or appeared before there was strong demand; prod- 
uct development costs that exhausted the innovator’s resources; a lack of resources to 
compete against entering larger firms; and managerial incompetence or unhealthy com- 
placency. Successful imitators thrived by offering lower prices, improving the product more 
continuously or using hard market power to overtake the pioneer. None of the companies 
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that now dominate in the manufacture of personal computers - including Dell, Packard- 
Bell and Compaq - were first movers. 6 

Golder and Tellis raise further doubts about the pioneer advantage. 7 They distinguish 
between an inventor ; first to develop patents in a new product category; a product 
pioneer ; first to develop a working model; and a market pioneer ; first to sell in the new 
product category. They also include non-surviving pioneers in their sample. They con- 
clude that although pioneers may still have an advantage, a larger number of market 
pioneers fail than has been reported, and a larger number of early market leaders (though 
not pioneers) succeed. Examples of later entrants overtaking market pioneers are IBM 
over Sperry in mainframe computers and Matsushita over Sony in VCRs. 

In a more recent study, Tellis and Golder identify the following five factors as under- 
pinning long-term market leadership: vision of a mass market, persistence, relentless 
innovation, financial commitment and asset leverage. 8 Other research has highlighted 
the importance of the novelty of product innovation. 9 When a pioneer starts a market 
with a breakthrough, as was the case with the Dyson Cyclone vacuum cleaner, survival 
can be very challenging. In contrast, when the market is started by an incremental inno- 
vation, as was the case with MP3 players with video capabilities, pioneers’ survival rates 
are much higher. 

The pioneer should visualise the various product markets it could initially enter, 
knowing it cannot enter all of them at once. Suppose market-segmentation analysis 
reveals the product market segments shown in Figure 14.4. The pioneer should analyse 
the profit potential of each product market singly and in combination and decide on 
a market expansion path. Thus the pioneer in Figure 14.4 plans first to enter product 
market P 1 M V then move the product into a second market (P 1 AQ, then surprise the 
competition by developing a second product for the second market CP 2 ikf 2 ), then take 
the second product back into the first market (P 2 M^), and then launch a third product 
for the first market (/yi^). If this game plan works, the pioneer firm will own a good 
part of the first two segments and serve them with two or three profitable product/ 
service market offerings. 



Marketing strategies: the growth stage 

The growth stage is marked by a rapid climb in sales. Early adopters like the market offer- 
ing, and new consumers start purchasing from the firm. New competitors enter, attracted 
by the opportunities. They introduce new product features (and market offering value 
attributes) and expand distribution. 

Prices remain where they are or fall slightly, depending on how quickly demand 
increases. Companies maintain their promotional marketing communciation expenditures 
at the same or at a slightly increased level to meet competition and to continue to edu- 
cate the market. Sales rise much faster than expenditures, causing a welcome decline in 
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Figure 14.4 Long-range product market expansion strategy (pj = product /; m- = market j) 
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the promotion-sales ratio. Profits increase during this stage as marketing communications 
costs are spread over a larger volume and unit manufacturing costs fall faster than price 
declines, owing to the producer learning or experience curve effect. Firms have to watch 
for a change from an accelerating to a decelerating rate of growth in order to prepare new 
strategies. The European internet service provider market has grown rapidly since 2001 
and by late 2007 moved into the mature stage. 



ISP UK market « ) 

Consumers are highly fickle with their choice of internet provider, with nearly one in four 
people switching companies every year. People are far more likely to change their internet 
company than their power supplier, bank or mortgage provider, according to research 
from Group 1 Software, a division of the Pitney Bowes office technology group. Customer 
churn rates among internet service providers are about 24 per cent each year, far higher 
than a cross-industry average of about 19 per cent. Power utilities and mortgage lenders 
have a customer churn rate of less than 14 per cent, while banks see about 20 per cent of 
customers swap each year. The only sector with a higher churn rate is the mobile phone 
industry, where about one-third of customers change providers every year. Increasing 
customer disloyalty in the internet service market comes as competition, especially over 
price, intensifies. The Carphone Warehouse delivered the latest shakeup to the market 
when it announced an offer of ‘free’ high-speed internet access for customers who signed 
up to its landline telephone service. 

CompetitiorTin the United Kingdom has increased, in particular after Ofcom, the com- r 

munications regulator, ruled that the British Telecom Group should open its telecom- 
munications exchanges to competitors, giving them control over the entire telephone line 

direct to the customer’s home. This has made it easier for British Telecom’s rivals to ' 

offer higher-speed internet connections at a lower cost. As a result the United Kingdom 4 

has become one of Europe's largest broadband markets, with more than 10 million con- 
nections, and about 70,000 new customers signing up every week. Brian Ahearne, of the 
Internet Service Providers’ Association, said: ‘We have a very competitive industry now 
with a wide variety of packages and contracts tailored to different needs. This is making 
people shop around.’ Ofcom is also keeping a close watch to ensure that customers can 
easily change their ISP. More than 40 UK internet companies have signed up to a voluntary 
code that helps make customer migration easier, and Ofcom periodically investigates its 
effectiveness. 



Though good for consumer choice, high churn rates are proving a headache for inter- 
net service companies, which have to spend increasing amounts of money to attract and 
retain customers. A number of them, such as Orange and 0 2 , have begun running loyalty 
reward schemes, where customers can win CDs, DVDs and gadgets if they stay with the 
same provider. Softpoint Multimedia, a firm that runs loyalty schemes for companies in a 
number of sectors, says internet service providers have become their single biggest client 
group, driving arlnual revenue growth of about 68 per cent. 10 

During the growth stage, the firm uses several strategies to sustain rapid market growth: 

• It improves product quality and adds new product features and improved styling. 

• It adds new models, accessory items and personalising options (i.e. market offerings of 
different sizes, flavours and so forth that protect the main product/service CPV offerings). 

• It enters new market segments. 

• It increases its distribution coverage and enters new distribution channels. 

• It shifts from product-awareness advertising to product-preference advertising. 

• It lowers prices to attract the next layer of price-sensitive buyers. 

These market expansion strategies strengthen the firm’s competitive position. Consider 
how Google has fuelled growth. 
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Google 



Beginning in 1996, Stanford University graduate students Larry Page and Sergey Brin built a 
search engine called ‘BackRub’ that used links to determine the importance of individual web 
pages. By 1 998 they had formalised their work, creating the company known today as Google. 

Since then, Google has grown by leaps and bounds. From offering search in a single lan- 
guage, it now offers dozens of products and services - including various forms of advertising 
and web applications for all kinds of tasks - in scores of languages. Having rapidly become 
the market leader, Google has had to face stiff challenges from competitors such as Micro- 
soft’s Bing and is continually being accused of abusing its dominant search position. 



A firm in the growth stage faces a trade-off between high market share and high current 
profit. By spending money on product improvement, a strong marketing communications 
programme and distribution, it can capture a dominant position. It forgoes maximum cur- 
rent profit in the hope of making even greater profits in the next stage. 

Marketing strategies: the maturity stage 

At some point the rate of sales growth will slow, and the product will enter a stage of relative 
maturity. This stage normally lasts longer than the previous stages and poses big challenges 
to marketing management. Most market offerings are in the maturity stage of the life cycle. 

The maturity stage divides into three phases: growth, stable and decaying maturity. In 
the first phase, the sales growth rate starts to decline. There are no new distribution chan- 
nels to fill. New competitive forces emerge (see the marketing insight box). In the second 
phase, sales flatten on a per capita basis because of market saturation. Most potential con- 
sumers have tried the product (market offering), and future sales are governed by popu- 
lation growth and replacement demand. In the third phase, decaying maturity, the absolute 
level of sales starts to decline, and customers begin switching to other market offerings. 



Marketing insight 




Competitive category dynamics 

One of marketing’s most astute observers, Professor 
David Aaker, notes that because new categories can 
represent strategically important threats or oppor- 
tunities, marketers have to be very attentive to the 
forces that drive their emergence. He cites seven such 
dynamics that result in new categories: 

1 A new product or service dimension expands the 
boundaries of an existing category. This is exemplified 
by the introduction of ‘new’ and claimed healthy yogurt 
derivatives such as Danone’s Actimel yogurt drink. 

2 A new product or set of products carves out a fresh 
niche in an existing category. Red Bull took the 
energy drinks market by storm and rapidly assumed 
market leadership in the United Kingdom. 

3 A new competitor devises a way to bundle existing 
categories into a super category. In the late 1990s, 
Siebel created internet-based customer relation- 
ship management software by pulling together a 



host of applications, including customer loyalty pro- 
grammes, customer acquisition, call centres, cus- 
tomer service, customer contact and sales force 
automation. In doing so, Siebel rendered irrelevant, 
for some customers, the more specialised appli- 
cation programmes of competitors. 

4 A new competitor repositions existing products or 
services to create an original category. In the United 
Kingdom, Ford positioned its Galaxy minivan in relation 
to first-class air travel - comfortable enough to be 
suitable for busy executives. By highlighting attributes 
far different from those that would appeal to a buyer 
looking for a family vehicle, the car maker created a 
new minivan subcategory. 

5 Customer needs propel a new product category or 

subcategory. Dual trends - wellness and the use of 
herbs and natural supplements - have supported a 
huge new beverage category, healthy refreshment 
drinks. It now contains a host of subcategories, 
including enhanced teas, fruit drinks, soya-based 
drinks and speciality waters. ^ 
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► Marketing insight (continued) 



HIM 



6 A new technology leads the development of a prod- 
uct category or subcategory. The introduction of a 
low-cost, manual, battery-powered toothbrush by 
Oral-B Pulsar extended the product life cycle of the 
conventional manual toothbrush market. The new 
technology pulses the brush bristles to produce a 
deep-cleaning action that removes plaque and food 
particles from between teeth. 

7 A company exploits changing technologies to invent 
a new category. Nintendo created a whole new 



market in portable entertainment with its DS Lite and 
Wii electronic gaming equipment. 



Source: From D. A. Aaker (2004) The relevance of brand 
relevance, Strategy Business, 35, Summer, 1-10. Reproduced 
with permission. See also D. A. Aaker (2004) Brand Portfolio 
Strategy: Creating Relevance, Differentiation, Energy, Leverage, 
Clarity, New York: Free Press. 



The third phase of maturity poses the most challenges. The sales slowdown creates 
overcapacity in the industry, which leads to intensified competition. Competitors scramble 
to find niches. They engage in frequent price reductions and sales promotions. They 
increase advertising and trade and consumer promotion. They increase R & D budgets to 
develop product (market offering) improvements and line extensions. They make deals to 
supply private brands and weaker competitors withdraw. The industry eventually consists 
of well-entrenchdd competitors whose basic drive is to gain or maintain market share to 
build a sustainable competitive advantage in the market. 

Dominating the industry are a few giant firms - perhaps a quality leader, a service 
leader and a cost leader - that serve the whole market and make their profits mainly 
through high volume and lower costs. Surrounding these dominant firms is a multitude 
of market nichers, including market specialists, product specialists and customising firms. 
The issue facing a firm in a mature market is whether to struggle to become one of the 
big three and achieve profits through high volume and low cost, or to pursue a niching 
strategy and achieve profits through low volume and a high margin. Sometimes, however, 
the market becomes polarised between low- and high-end segments and the firms in the 
middle see their market share steadily erode. Here is how Swedish appliance manufac- 
turer, Electrolux, has coped with this situation. 



Electrolux AB 

In 2002 Electrolux began facing a rapidly polarising appliance market. At one end, low-cost 
Asian companies such as Haier, LG and Samsung were applying downward price pressure. 
At the other end, premium competitors such as Bosch, Sub-Zero and Viking were 
continuing to grow at the expense of the middle-of-the-road brands. Electrolux’s new CEO 
Hans Straberg^who took over the reins just as the middle was dropping out of the market, 
decided to escape the middle by rethinking Electrolux's customers’ wants and needs. For 
instance, rather than accept the stratification between low and high, Straberg segmented 
the market according to the lifestyle and purchasing patterns of about 20 different types of 
consumer - 20 product positions , as he calls them. Electrolux now successfully markets 
its steam ovens to health-oriented consumers, for example, and its compact dishwashers, 
originally developed for smaller kitchens, to a broader consumer segment interested in 
washing dishes more often. To companies finding themselves stuck in the middle of a 
mature market, Straberg offers these words of advice: 

i 

Start with consumers and understand what their latent needs are and what problems 
they experience . . . then put the puzzle together yourself to discover what people really 
want to have. Henry Ford is supposed to have said, ‘If I had asked people what they 
really wanted, I would have made faster horses’ or something like that. You have to 
figure out what people really want, although they can’t express it. 11 
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Table 14.1 Alternative ways to increase sales volume 



Expand the number of brand users Increase the usage rates among users 



• Convert non-users. The key to the growth 
of air freight service is the constant search 
for new users to whom air carriers can 
demonstrate the benefits of using air freight 
rather than ground transportation. 

• Enter new market segments. The major 
supermarket chains across Europe are 
increasingly placing more and higher value 
non-food lines on their shelves. 

• Attract competitors’ customers. Shops on 
garage forecourts generate profitable sales 
in food and non-food items as drivers pay for 
their petrol. 



• Have consumers use the product on more 
occasions. Serve yogurt for a snack. 



• Have consumers use more of the product 
on each occasion. Drink a larger glass of 
orange juice. 

• Have consumers use the product in new 
ways. Use washing-up liquid to clean 
windows. 



Some companies abandon weaker products to concentrate on more profitable and 
new products. Yet they may be ignoring the high potential many mature markets and old 
products still have. Industries widely thought to be mature - cars, motorcycles, televisions, 
watches, cameras - were proved otherwise by the Japanese, who found ways to offer new 
value to customers. The seemingly moribund brand Lucozade has achieved a sales revival 
by repositioning as an isotonic sports drink aimed at young people. 

Three potentially useful ways to change the course for a brand are market, product and 
marketing programme modifications. 

Market modification 

A company might try to expand the market for its mature brand by working with the two 
factors that make up sales volume: volume = number of brand users x usage rate per 
user, as in Table 14.1. 

Product modification 

Managers also try to stimulate sales by modifying the market offering attributes and ben- 
efits through quality improvement feature improvement or style improvement. 

Quality improvement aims at increasing functional performance. A manufacturer can 
often overtake its competition by launching a ‘new and improved’ CPV package. Grocery 
manufacturers call this a ‘plus launch’ and promote a new additive or advertise something 
as ‘stronger’, ‘bigger’ or ‘better’. This strategy is effective to the extent that the quality is 
improved, buyers accept the claim, and a sufficient number will pay for it. In the case 
of the tinned coffee industry, manufacturers are using ‘freshness’ to better position their 
brands in the face of fierce competition from premium rivals, such as store brands that let 
customers grind their own beans in the store. Coffee brands are increasingly becoming 
available in ‘seal-easy’ packaging to keep the beans fresh. 

Feature improvement aims at adding new features (attributes and benefits), such as 
size, weight, materials, additives and accessories that expand the product use perform- 
ance, versatility, safety or convenience. This strategy has several advantages. New features 
build the company’s image as an innovator and win the loyalty of market segments that 
value these features. They provide an opportunity for free publicity and they generate 
sales force and distributor enthusiasm. The chief disadvantage is that feature improve- 
ments are easily imitated; unless the marketer realises a permanent gain from being first, 
the feature improvement might not pay off in the long run. 

Style improvement aims at increasing aesthetic appeal. The periodic introduction of new 
car models is largely about style competition, as is the introduction of new packaging 
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Coca-Cola 



Battere d by competition from the sweeter Pepsi-Cola. Coca-Cola decided in 1985 to reolace 

s old formula with a sweeter variation, dubbed New Coke. Coca-Cola spent US$4 mil ? 
tan on marke research, Blind last, tosls showed (hat Coke drinkers pSred the 

“l”! er f ' “ r ™ la - b "t Ike launch ol New Coke provoked a national uproar Market 
researchers had measured the taste but had faited to measure the emoC atttch 
men. consumers had to the original Coca-Cola There were angrv 
and even lawsuit threats, to force the retention of ‘The Real Thing’ Ten weeks later the 
company withdrew New Coke and reintroduced its century-old formula as Class c Coke’ 
giving the old formula even stronger status in the marketplace. ' 



Marketing programme modification 

Marketing managers might also try to stimulate sales by modifying other marketing nro 
gramme elements. They should ask the following questions: marketing pro- 

• Prices^ Would a price cut attract new buyers? If so, should the list price be lowered or 

ould prices be lowered through price specials, volume or early purchase discounts 

toZ^£r^ T e3Sier CTedit temiS? ° r W ° Uld * be better * e P*ce,’ 

# outSsp U r° n ' ? an the C ° mpany ° btain more P ro duct support and display in existing 

new distribution chamds?^ 0 " 6 ^ ** the pr ° duct into 

Advertising. Should advertising expenditure be increased? Should the message or 

improved? ° r ,he media m,x? ° r the >“"*• » size of 

Sales promotion^ Should the company step up sales promotion - trade deals, money- 
f coupons, rebates, warranties, gifts and contests? 

Personal selling. Should the number or quality of salespeople be increased? Should 

sa es orce duties be changed? Or sales territories and sales force incentives be revised? 
Can sales-call planning be improved? 

* credit deaK^h' 116 C ° mPany ^ “ P ^ m ° re technicaI ass ^ance or better 

credit deals be given to customers? 



Marketing strategies: the decline stage 

Sales decline for a number of reasons, including technological advances shifts in con 

hTeTsed 68 311 lnCreaSedd()mescic and for eign competition. All can lead to overcapacity 
ncreased price cutting and profit erosion. The decline might be slow, as in the case of 

sewing machines; or rapid,’, as in the case of floppy disks. Sales may plunge to zero or 

^ mX Tot 3t 3 leV£l - ^ Sal6S ^ Pr0fltS ^ S ° me withdraw from 
the market. Those remaining may reduce the number of items they offer. They may with 

draw from smaller market segments and weaker trade channels, Ld they may cut then- 

promotion budgets and reduce prices further. Unfortunately, most companies have not 
developed a policy for handling ageing products. companies have not 
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Unless strong reasons for retention exist, carrying a weak product is very costly to 
the firm - and not just by the amount of uncovered overhead and profit: there are many 
hidden costs. Weak products often consume a disproportionate amount of management’s 
time; require frequent price and inventory adjustments; incur expensive set-up for short 
production runs; draw both advertising and sales force attention that might be better used 
to make healthy products more profitable; and cast a shadow on the company’s image. 
The biggest cost might well lie in the future. Failing to eliminate weak market offerings 
delays the aggressive search for replacements. 

In handling ageing product/service market offerings, a company faces a number of 
tasks and decisions. The first is to establish a system for identifying weak market offer- 
ings. Many companies appoint a review committee with representatives from marketing, 
R&D, manufacturing and finance who, based on all available information make a rec- 
ommendation for each item in the firm’s portfolio - leave it alone, modify its marketing 
strategy or drop it. 12 

Some firms abandon declining markets earlier than others. Much depends on the height 
and extent of exit barriers in the industry. 13 The lower the exit barriers, the easier it is for 
firms to leave the industry, and the more tempting it is for the remaining ones to stay and 
attract the withdrawing firms’ customers. For example, Procter & Gamble stayed in the 
declining liquid soap business and improved its profits as others withdrew. 

The appropriate strategy also depends on the industry’s relative attractiveness and 
the company’s competitive strength in that industry. A company that is in an unattrac- 
tive industry but possesses competitive strength should consider shrinking selectively. 
A company that is in an attractive industry but has competitive strength should con- 
sider strengthening its investment. Companies that successfully reposition or rejuvenate a 
mature product often do so by adding value to the original offering. 

If the company were choosing between harvesting and divesting, its strategies would 
be quite different. Harvesting calls for gradually reducing a product or business’s costs 
while trying to maintain sales. The first step is to cut research and development costs 
and plant and equipment investment. The company might also reduce product quality, 
sales force size, marginal services and advertising expenditure. It would try to cut these 
costs without letting customers, competitors and employees know what is happening. 
Harvesting is difficult to execute. Yet many mature products warrant this strategy. It can 
substantially increase the company’s current cash flow. 14 

When a company decides to drop a market offering, it faces further decisions. If it has 
strong distribution and residual goodwill, the company can probably sell it to another 
firm. In 2008 Ford sold on the famous UK car marques of Jaguar and Land Rover to Tata 
Steel of India. If the company cannot find any buyers, it must decide whether to liquidate 
the brand quickly or slowly. It must also decide on how much inventory and after-sales 
service support to maintain for past customers. 



Evidence on the product life cycle concept 

Based on the above discussion, Table 14.2 summarises the characteristics, marketing 
objectives and marketing strategies of the four stages of the PLC. The PLC concept helps 
marketers interpret product and market dynamics, conduct planning and control, and per- 
form forecasting. One recent research study of 30 product categories unearthed a number 
of interesting findings concerning the PLC. 15 

• New consumer durables show a distinct take-off, after which sales increase by roughly 
43 per cent a year, but also show a distinct slow-down, when sales decline by roughly 
15 per cent a year. 

• Slow-down occurs at 34 per cent penetration on average, well before the majority of 
households own a new product. 
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Table 14.2 Summary of product life cycle characteristics, objectives and strategies 





Introduction 


Growth 


Maturity 


Decline 


Characteristics 


Sales 


Low sales 


Rapidly rising sales 


Peak sales 


Declining sales 


Costs 


High cost per 


Average cost per 


Low cost per 


Low cost per 




customer 


customer 


customer 


customer 


Profits 


Negative 


Rising profits 


High profits 


Declining profits 


Customers 


Innovators 


Early adopters 


Middle majority 


Laggards 


Competitors 


Few 


Growing number 


Stable number 
beginning to decline 


Declining number 


Marketing 

objectives 




Create product 


Maximise market 


Maximise profit while 


Reduce expenditure 


Strategies 


awareness 
and trial 


share 


defending market 
share 


and milk the brand 


Product 


Offer a basic product 


Offer product 
extensions, service, 
warranty 


Diversify brands and 
items models 


Phase out weak 
products 


Price 


Charge cost-plus 


Price to penetrate 
market 


Price to match or best 
competitors’ 


Cut price 


Distribution 


Build selective 


Build intensive 


Build more intensive 


Go selective: phase 




distribution 


distribution 


distribution 


out unprofitable 
outlets 


Advertising 


Build product 


Build awareness and 


Stress brand 


Reduce to level 




awareness among 


interest in the mass 


differences and 


needed to retain hard- 




early adopters and 
dealers 


and dealers markets 


benefits 


core loyals 


Sales promotion 


Use heavy sales 


Reduce to take 


Increase to encourage 


Reduce to minimal 




promotion to 
entice trial 


advantage of heavy 
consumer demand 


brand switching 


level 



Sources: C. R. Wasson [1978) Dynamic Competitive Strategy and Product Life Cycles, Austin, TX: Austin Press; J. A. Weber (1976) Plannina 
corporate growth with inverted product life cycles, Long Range Planning, October, 12-29; P. Doyle [1976) The realities of the product life 
cycle, Quarterly Review of Mdrketinq, Summer. 



• The growth stage lasts a little over eight years and does not seem to shorten over time. 

• Informational cascades exist, meaning that people are more likely to adopt over time 
if others have bought, instead of by making careful product evaluations. One impli- 
cation, however, is that product categories with large sales increases at take-off tend 
to have larger sales decline at slow-down. 



Critique of the product life cycle concept 

PLC theory has its share of critics. Crawford argued that what had traditionally been rec- 
ognised as the PLC was actually a special case of the new, broader product evolutionary 
cycle. 16 The evolutionary concept borrowed from biology is useful in solving problems in 
the fixed cycle sequence: but still no simple solutions exist. 17 
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The critics claim that life cycle patterns are too variable in shape and duration to be 
generalised, and that marketers can seldom tell what stage their product is in. A product 
may appear to be mature when actually it has reached a plateau prior to another upsurge. 
They also charge that, rather than an inevitable course that sales must follow, the PLC 
pattern is the self-fulfilling result of marketing strategies, and that skilful marketing can 
in fact lead to continued growth. The marketing memo provides ten rules for long-term 
marketing success. 




How to build a breakaway brand 

Marketing experts Kelly and Silverstein define a break- 
away brand as one that stands out, not just in its own 
product category, but from all other brands, and which 
achieves significant results in the marketplace. Here is a 
summary of their ten tips for building a breakaway brand: 

1 Make a commitment. The entire organisation, from 
the top down, needs to make a commitment to build 
and support a breakaway brand and to develop new 
products that have breakaway attributes. 

2 Get a 'chief' behind it. Few breakaway brand- 
ing initiatives have a chance of success without the 
enthusiastic support of the company’s CEO, chief 
operations officer (COO) or chief marketing officer 
(CMO). A senior executive must play the role of brand 
visionary, brand champion and brand architect. 

3 Find your brand truth. Ultimately, the DNA of 

a breakaway brand is its brand truth. It is what 
defines and differentiates every breakaway brand. 

It is the single most important weapon a brand will 
ever have in the battle for increased awareness, 
profitability, market share and even share price. 

4 Target a winning mindset. The winning mindset 
is the potent, aspirational, shared view of life’ 
among all core audience segments. It should 
inspire all of the company’s advertising and pro- 
motional activities. 

5 Create a category of one. To be a breakaway 
brand, your brand needs not only to stand apart 
from others in its own category but also to tran- 
scend categories and open a defining gap between 
itself and its competitors. Then it becomes a cat- 
egory of one. 



6 Demand a great campaign. Great campaigns 
are a team sport - they require a partnership 
between the company and its agencies to create a 
campaign that breaks away. Never compromise on 
a campaign, because without a great campaign, the 
potential breakaway brand is likely to fail to take off. 

7 Tirelessly integrate. Integration is the name of 
the game. Depending on the audience a company is 
trying to reach, the campaign might feature an inte- 
grated marketing communication with both network 
and cable TV, print and online advertising, direct 
mail, email, radio and non-traditional media - from 
street marketing to publicity stunts to contests. 

8 Take risks Today, 80 per cent of brands are just 
about holding their own. Only 20 per cent are 
doing well. 

9 Accelerate new product development. Nothing is 
more important than differentiating a product in 
the marketplace - but the only way to rise above 
me-too branding is to innovate and do something 
different and unique with the product. It may 
mean throwing away an old brand and reinvent- 
ing it. Or it may mean introducing a new branded 
product. 

10 Invest as if the brand depends on it. Building a 
breakaway brand is serious business, so it takes a 
serious business investment. Invest in the product, 
of course - but also in the packaging and a smart, 
integrated marketing campaign. Invest wisely . . . 
as the brand depends on it. 



Source: Adapted from F. J. Kelly III and B. Silverstein (2005) The 
Breakaway Brand, New York: McGraw-Hill. Copyright © 2005 The 
McGraw-Hill Companies. 



Market evolution 

Because the PLC focuses on what is happening to a particular market offering or brand 
rather than on what is happening to the overall market, it yields a product-oriented picture 
rather than a market-oriented picture. Firms also need to visualise a market s evolutionary 
path as it is affected by new needs, competitors, technology, channels and other devel- 
opments. 18 In the course of a market offering’s or brand’s existence, its positioning must 
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change to keep pace with market developments. Markets evolve through four stages: 
emergence, growth, maturity and decline. 

Emergence 

Before a market materialises, it exists as a latent market. For example, for centuries people 
have wanted faster means of calculation. The market satisfied this need with abacuses, 
slide rules and large adding machines. Suppose an entrepreneur recognises this need and 
imagines a technological solution in the form of a small, handheld electronic calculator. 
He now has to determine the product attributes, including physical size and number of 
mathematical functions. Because he is market oriented, he interviews potential buyers and 
finds that target customers vary greatly in their preferences. Some want a four-function 
calculator (adding, subtracting, multiplying and dividing) and others want more functions 
(calculating percentages, square roots and logarithms). Some want a small handheld calcu- 
lator and others want a large one. This type of market, in which buyer preferences scatter 
evenly, is called a diffused-preference market. 

The entrepreneur’s problem is to design an optimal package for this market. He or she 

has three options: 

1 Design the new market offering to meet the preferences of one of the corners of the 
market - a single-niche strategy. 

2 Launch two or more market offerings simultaneously to capture two or more parts of 
the market multiple-niche strategy. 

3 Design the new market offering for the middle of the market — a mass-market strategy. 

A small firm does not have the resources for capturing and holding the mass market, so 
a single-niche market strategy makes the most sense. A large firm might aim for the mass 
market by designing an item that is medium in size and number of functions. Assume a 
pioneer firm is large and designs for the mass market. Once it has launched the market 
offering, the emergence stage begins. 

Growth 

If the new offering sells well, new firms will enter the market, ushering in a market-growth 
stage. Where will a second firm enter the market, assuming the first firm established itself 
in the centre? If the second firm is small, it is likely to avoid head-on competition with the 
pioneer and to launch its brand in one of the market corners. If the second firm is large, it 
might launch its brand in the centre against the pioneer. The two firms can easily end up 
sharing the mass market. Or a large second firm can implement a multiple-niche strategy 
and surround and box in the pioneer. 

Maturity 

Eventually, the competitors cover and serve all the major segments and the market enters 
the maturity stage. In fact, the competitors go further and invade each other s segments, 
reducing everyone’s profits in the process. As market growth slows down, the market splits 
into finer segments and high market fragmentation occurs. This situation is illustrated in 
Figure 14.5(a) where the letters represent different companies supplying various segments. 
Note that two segments are unserved because they are too small to yield a profit. 

Market fragmentation is often followed by a market consolidation , caused by the emer- 
gence of a new customer-perceived value attribute that has strong appeal. This situation 
is illustrated in Figure 14.5(b) by the expansive size of the X territory. 

However, even a consolidated market condition will not last. Other companies will 
copy a successful brand, and the market will eventually splinter again. Mature markets 
swing between fragmentation brought about by competition, and consolidation brought 
about by innovation. Consider the evolution of the paper towel market. 
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(a) Market fragmentation 
stage 




stage 




Figure 14.5 Market fragmentation and market consolidation strategies 



Paper towels 



Oriqinally, homemakers used cotton and linen dishcloths and towels in their kitchens, 
paper company, looking for new markets, developed paper towels. This development crys- 
tallised a latent market, and other manufacturers entered. The number of brands grew 
and created market fragmentation. Industry overcapacity led manufacturers to search for 
new features. One manufacturer, hearing consumers complain that paper towels were 
not absorbent, introduced absorbent’ towels and increased its market share. This market 
consolidation did not last long because competitors came out with their own versions of 
absorbent paper towels. The market fragmented again. Then another manufacturer intro- 
duced a 'super strength' towel. It was soon copied. Another manufacturer introduced a 
Tint-free' paper towel, which was subsequently copied. Thus paper towels evolved from a 
single product to one with various absorbencies, strengths and applications. Market evolu- 
tion was driven by the forces of innovation and competition. 



Decline 

Eventually, demand for the current portfolio of offerings will begin to decrease, and the 
market will enter the decline stage. Either society’s total need level declines, or a new 
technology replaces the old. For example, shifts in tradition and a trend towards cre- 
mation have caused coffin makers and funeral homes to reconsider how to conduct their 

business. 19 



Product characteristics and classifications 



The traditional term product is a confusing one in today’s highly competitive global 
markets. Many people think a product is a single, tangible offering - but it is more than 
that. Broadly, a product is anything that can be offered to a market to satisfy a want or 
need, and consists of a set of attributes, including physical goods, services, experiences, 
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Value-based prices 




features mix and 

and quality quality 

Figure 14.6 Components of the market offering 



events, persons, places, properties, organisations, information and ideas (see Figure 14.6) 
that can deliver the desired customer-perceived value. In current buyers’ markets, where 
customers have a wide choice of suppliers, it is usually insufficient to provide tangible 
goods alone. As most markets are fiercely competitive, firms have to surround their core 
product with a set of carefully selected additional attributes and benefits, both tangible 
(e.g. attractive design, packaging) and intangible (e.g. prompt polite and efficient service). 
This mix of attributes and benefits makes up the desirable market offering. 



Product levels: the customer-perceived value hierarchy 

In planning its market offering, the marketer needs to address five CPV benefit levels (see 
Figure 14. 7). 20 Each level adds more customer-perceived value. 

1 The fundamental level is the core benefit: the benefit the customer is really buying. 
A hotel guest is buying ‘rest and sleep’. The purchaser of a drill is buying ‘holes’. 
Marketers must see themselves as benefit providers. 

2 At the second level, the marketer must turn the core benefit into a basic product. Thus 
a hotel room includes a bed, bathroom, towels, desk and wardrobe. 

3 At the third level, the marketer prepares an expected product, a set of attributes and 
conditions that buyers normally expect when they purchase this product. Hotel guests 
expect a clean bed, fresh towels, working lamps and a relative degree of quiet. 

4 At the fourth level, the marketer prepares an augmented product that exceeds customer 
expectations. A hotel provides a Wi-fi connection and a flat-screen TV. 




Figure 14.7 Five product Levels 
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Metamarkets and metamediaries 

There are some products whose purchase necessitates 
other product purchases. The new car market is a good 
example of a ‘metamarket’. The customer chooses 
a car but then also needs to buy insurance from an 
insurance company and often has to get a loan from 
a bank. A smart car company or dealer would make 
all three purchases easy for the buyer by partnering 
with an insurance company and a bank, thus acting as 
a ‘metamediary’. 

The wedding market is also a metamarket. The bride 
and groom need a bridal gown and suit respectively, a 
venue for the marriage and wedding reception, a caterer 
and possibly a wedding consultant. Here the wedding 
dress seller or the wedding consultant could well act as 
a wedding metamediary. 

Metamarkets are the result of marketers observ- 
ing the total consumption system and ‘packaging’ a 



collection of CPV offerings that simplifies the purchase 
process. A metamarket has been defined as 'a set of 
products and services that consumers need to perform 
a cognitively related set of activities’. Other metamarkets 
that are organised around major assets or major life 
events include: 

• buying a home; 

• giving birth to a child; 

• getting a divorce; 

• planning a holiday; and 

• planning funeral arrangements. 



Source: Adapted from M. Sawhney (1999) Rethinking marketing 
and mediation in the networked economy, Winning strategies 
for ecommerce lecture at the Kellogg School of Management, 
7-10 April. 



5 At the fifth level stands the potential product, which encompasses all the possible aug- 
mentations and transformations that the product or offering might undergo in the future. 
Here is where companies search for new ways to satisfy customers and distinguish their 
offering. The hotel staff provide a free fruit bowl and petit four tray every night. 

Differentiation arises and competition increasingly occurs on the basis of the additional 
augmented and potential benefit attributes that comprise market offerings. This stimu- 
lates marketers to look at the user’s total consumption system: the way the end customer 
obtains and uses such CPV offerings. Each augmentation and potential additional benefit 
attribute raises the supplier’s cost. As customers strive to increase the perceived value for 
their money, augmented and potential benefits soon become expected necessary points- 
of-parity. Today’s hotel guests expect cable or satellite television with a remote control 
and high-speed internet access or two phone lines. This means competitors must search 
continually for still other features and benefits in order to gain a market edge. 

As some companies raise the price of their augmented and potential product market 
offerings, others offer a lower, less expensive, version. Thus, alongside the growth of 
five-star hotels there is a demand in many locations for modest hotels and motels such 
as Novatel. 



Sultzer Pumps WWWW 

The company is a subsidiary of the Swiss engineering group and is one of the world’s 
leading pump manufacturers, recognised for excellent product quality, performance reli- 
ability and technical innovation. The company provides a full line of pumps, equipment and 
related technologies to the oil and gas, hydrocarbon processing, power generation and 
pulp and paper industries, individually designed to meet the needs of customers operating 
in adverse environments. ’We offer differentiation - highly engineered products. We focus 
on engineered solutions and on demonstrating that they will work in arduous conditions,’ 
says the company’s managing director. 21 
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Product classifications 

Marketers have traditionally classified products (market offerings) on the basis of durabil- 
ity, tangibility and use (consumer or industrial). Each type of offering has an appropriate 
marketing mix strategy. 

Durability and tangibility 

Marketers traditionally classify market offerings in three categories on the basis of durabil- 
ity and tangibility: 

1 Non-durable goods: offerings, usually termed fast-moving consumer goods (fmcgs), 
which are normally consumed in one or a few uses. They include offerings such as 
beer and soap. Because these offerings are purchased frequently, the appropriate strat- 
egy is to make them available in many locations, charge only a small mark-up, and 
advertise heavily to induce trial and build preference. 

2 Durable goods: market offerings that have a longer use lifetime, such as refrigerators, 
machine tools and clothing. These require more personal selling and service, com- 
mand a higher margin, and require more provider guarantees. 

3 Services: traditionally viewed as intangible, inseparable, variable and perishable offer- 
ings. Services normally require more quality control, supplier credibility and adapt- 
ability. Examples include haircuts, legal advice and appliance repairs. In reality, service 
offerings contain both tangible and intangible attributes and benefits, so are best con- 
sidered^as CPV packages. 

Consumer goods classification 

The array of market offerings that consumers buy can be classified on the basis of shop- 
ping habits. 

Consumers usually purchase convenience goods frequently, immediately and with a 
minimum of effort. Examples include soft drinks, soaps and newspapers. Convenience 
goods can be further segmented. Staples are goods that consumers purchase on a regular 
basis. A buyer might routinely purchase bread, toothpaste and yogurt. Impulse goods are 
purchased without any planning or search effort. Confectionery and magazines can be 
impulse goods. Emergency goods are purchased when a need is urgent — umbrellas during 
a rainstorm, boots and shovels during the first winter snow. Manufacturers of impulse and 
emergency goods will place them in those outlets (e.g. petrol stations) where consumers 
are likely to make an impulse purchase. 

Shopping goods are goods that customers characteristically evaluate on such criteria as 
suitability, quality, price and style. Examples include furniture, clothing, used cars and 




Marketers rely on well- 
trained salespeople to 
help customers com- 
pare quality and fea- 
tures of shopping such 
as home appliances. 
Source: © Jupiter Images/ 
Brand X/Alamy. 
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major appliances. Homogeneous shopping goods are similar in quality but different enough 
in price to justify shopping comparisons. Heterogeneous shopping goods differ by offer- 
ing high customer-perceived value and a strong brand association: for example, offerings 
stocked by quality department stores. The seller of heterogeneous shopping goods carries 
a wide assortment to satisfy individual tastes and must have well-trained salespeople to 
inform and advise customers. 

Speciality goods have unique characteristics or brand identification for which a sufficient 
number of buyers are willing to make a special purchasing effort. Examples include cars, 
stereo components, photographic equipment and men’s suits. A Mercedes car and a Bang 
& Olufsen home cinema system are speciality products because interested buyers will 
travel far to buy one. 

Unsought goods are those the customer does not know about or does not normally 
think of buying, such as smoke detectors. Classic examples of unsought products include 
life insurance, coffins and gravestones. Unsought goods require advertising and personal 
selling support. 

Industrial goods classification 

Industrial products can be classified in terms of their relative cost and how they enter the 
production process: materials and parts, capital items, and supplies and business services. 

Materials and parts are goods that become part of a complete manufacturer’s product/ 
market offering. They fall into two classes: raw materials, and manufactured materials and 
parts. Raw materials fall into two major groups: farm products (wheat, cotton, livestock, 
fruit and vegetables) and natural products (fish, lumber, crude petroleum, iron ore). Farm 
products are supplied by many producers, which turn them over to marketing intermedi- 
aries, which provide assembly, grading, storage, transportation and selling services. Their 
perishable and seasonal nature gives rise to special marketing practices, whereas their 
commodity character results in relatively little advertising and promotional activity, with 
some exceptions. At times, commodity groups will launch campaigns to promote their 
product - potatoes, cheese and beef. Some producers such as Chiquita bananas and Jaffa 
oranges brand their products. 

Natural products are limited in supply. They usually have great bulk and low unit value 
and must be moved from producer to user. Fewer and larger producers often market them 
directly to industrial users. Because users depend on these materials, long-term supply 
contracts are common. The homogeneity of natural materials makes it more difficult for 
suppliers to raise the value level of their products. 

Manufactured materials and parts fall into two categories: component materials (iron, 
yarn, cement and wire) and component parts (small motors, tyres, castings). Component 
materials are usually fabricated further - pig iron is made into steel, and yarn is woven 
into cloth. The standardised nature of component materials usually means that price and 
supplier reliability are key purchase factors. Component parts enter the finished market 
offering with no further change in form, as when small motors are put into vacuum 
cleaners, and tyres are put on vehicles. Most manufactured materials and parts are sold 
directly to industrial users. Price and service are major marketing considerations, and 
branding and advertising tend to be less important. 

Capital items are long-lasting goods that facilitate developing or managing the finished 
CPV offering. They include two groups: installations and equipment. Installations consist 
of buildings (factories, offices) and heavy equipment (generators, drill presses, mainframe 
computers, lifts). Installations are major purchases. They are usually bought directly from 
the producer, whose sales force includes technical personnel, and a long negotiation period 
precedes the typical sale. Producers must be willing to design to specification and to sup- 
ply after-sales services. Personal selling is generally more important in these markets than 
advertising. 

Equipment includes portable factory equipment and tools (hand tools, lift trucks) and 
office equipment (personal computers, desks). These do not become part of a finished 
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product. They have a shorter life than installations but a longer life than operating supplies. 
Although some equipment manufacturers sell direct, more often they use intermediaries 
because the market is geographically dispersed, the buyers are numerous and the orders are 
small. Quality, price and service standards are usually major considerations. The sales force 
tends to be more important than advertising, although advertising can be used effectively. 

Supplies and business services are short-term goods and services that facilitate develop- 
ing or managing the finished product. Supplies are of two kinds: maintenance and repair 
items (paint, nails and brooms) and operating supplies (lubricants, coal, writing paper, 
pencils). Together, they go under the name of MRO goods. Supplies are the equivalent of 
convenience; goods that are usually purchased with minimum effort on a straight rebuy 
basis. They are normally marketed through intermediaries because of their low unit cost 
and the great number and geographic dispersion of customers. Price and service are impor- 
tant considerations because suppliers are standardised and brand preference is not high. 

Business services include maintenance and repair services (window cleaning, copier 
repair) and business advisory services (legal, management consulting and advertising). 
Maintenance and repair services are usually supplied under contract by small producers or 
are available from the manufacturers of the original equipment. Business advisory services 
are usually purchased on the basis of the supplier’s reputation and staff. 



Differentiation 

Branding enables market offerings to be positively differentiated. This is possible with 
every market offering that has a preferred CPV. The humble aspirin can be as positively 
branded by a generic firm as it can by a strongly branded firm such as Bayer. Firms often 
offer a portfolio of market offerings to cover many market segments. Procter & Gamble and 
Unilever offer a variety of detergents, each with a separate brand identity. Some products, 
such as cars, commercial buildings and furniture, are capable of high differentiation. This is 
achieved by the seller developing a rich mix of customer perceived benefit attributes. These 
can include such attributes and benefits as form, features, customisation, performance qual- 
ity, conformance quality, durability, reliability, repairability and style. Over the last decade, 
design has become an increasingly important means of differentiation. 

Product (market offering) differentiation 

Form 

Many market offerings can be differentiated in form - the size, shape or physical structure 
of an offering. Consider the many possible forms taken by items such as aspirin. Although 
aspirin is essentially a commodity, it can be differentiated by dosage size, shape, colour, 
coating or action time. 

Features ; 

Most market offerings can be marketed with varying attributes and benefits that supple- 
ment their basic function. A company can identify and select appropriate new attributes 
by surveying recent buyers and then assessing the package of customer benefits versus 
company cost for each potential featured value attribute. The company should also consider 
how many people want each attribute feature, how long it would take to introduce it, and 
whether competitors could easily copy it. To avoid feature fatigue’ the company must also 
be careful to prioritise those attributes that are included and find unobtrusive ways to pro- 
vide information about how consumers can use and benefit from them . 22 Companies must 
also think in terms of several product bundles or packages. Car manufacturers offer cars at 
several CPV trim levels . Each company must decide in which market segment to compete 
and use market research techniques to discover the appropriate value-offering specifications. 



580 PART 5 SHAPING THE MARKET OFFERING 










Customisation 

Marketers can differentiate products by customising. As companies have grown proficient 
at gathering information about individual customers and business partners (suppliers, 
distributors, retailers), and as their factories are being designed more flexibly, they have 
increased their ability to individualise products, messages and media. For example, pub- 
lishers of academic texts customise books for selected college and university courses. 
Mass customisation is the ability of a company to meet each customer’s requirements - to 
prepare on a mass basis individually designed products, services, programmes and com- 
munications. 23 

Although Levi’s and Lands’ End were among the first clothing manufacturers to intro- 
duce custom jeans; other players have introduced mass customisation into other markets. 
BMW customises over half the Minis it markets in Europe. 24 LEGO has customised its 
offering from the beginning. 



LEGO MNMI § 

In a sense, LEGO of Billund, Denmark, has always been mass customised. Every child who 
has ever had a set of the most basic LEGO has built his or her own unique and amazing 
creations, brick by plastic brick. Many wrongly believe that the name LEGO stems from the 
Latin word for ‘I put together’. In reality it comes from leg godt, Danish for ‘play well’. How- 
ever, in 2005, Lego set up The Lego Factory, which, as it says on the company website, ‘lets 
you design, share, and build your very own custom LEGO products’. Using LEGO’s freely 
downloadable Digital Designer Software, customers can create any structure. The creations 
can exist - and be shared with other enthusiasts - solely online or, if customers want to 
build them, the software tabulates the pieces required and sends an order to its nearest 
LEGO warehouse. The employees there put all the pieces into a box and send it back to the 
customer. LEGO Factory customers have the pride of building their own creations, but they 
can also earn royalties if LEGO decides the design is good enough to include in its own cat- 
alogue. In 2006, The LEGO Factory initiated a design competition in which eight contestants 
competed to be profiled on the LEGO Factory website along with their creations. 25 



Performance quality 

Most market offerings are established at one of four performance levels: low, average, 
high or superior. Performance value is the level at which the market offering’s primary 
characteristic attributes operate. Customer-perceived quality is becoming an increas- 
ingly important dimension for differentiation, as companies seek to meet and preferably 
exceed customers’ expectations in the marketplace. Continuously improving the market 
offering can produce high returns and market share; failing to do so can have negative 
consequences. 



Mercedes-Benz 




From 2003 to 2006 Mercedes-Benz endured one of the most painful periods in its 127-year 
history, as its quality reputation took a beating in independent quality reviews. BMW sur- 
passed it in global sales. As a consequence, DaimlerChrysler’s chief executive Dieter Zet- 
sche and his new management team initiated a major restructuring, organising the company 
around functional elements of the car - motors, chassis and electronic systems - instead of 
by model lines. To improve customer perceived quality, the company also made a number of 
changes in product development. Engineers begin testing electronic systems a year earlier 
than in the past. Laboratory workers put each new model’s electronic system through a 
battery of 10,000 tests that ran 24 hours a day for three weeks. Trying to uncover even fS 
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the most unlikely event, Mercedes found over 1,000 errors in the new S-Class. Mercedes 
now uses three times as many prototypes of new designs, allowing engineers to drive a 
new model 3 million miles before it goes into production. As a result of these and other 
changes, the number of flaws in the cars has dropped 72 per cent from its peak in 2002 
and warranty costs have also decreased by 25 per cent. 26 




Performance quality is such a critical part of Mercedes-Benz’s product strategy that the com- 
pany undertook a series of sweeping changes in its quality control processes to reduce errors 
and flaws when its quality ratings slipped. 

Source: Courtesy of Daimler AG. 



Conformance quality 

Buyers expect products to have a high conformance quality, which is the degree to which 
all market offerings meet the promised specifications. Suppose a Porsche 911 is designed 
to accelerate to 60 miles per hour within ten seconds. If every Porsche 911 coming off the 
assembly line does this, the model is said to have high conformance quality. If the model 
fails to perform as claimed, the low performance quality will disappoint some buyers. 

Durability ; 

Durability, a measure of the product’s expected operating life under natural or stressful 
conditions, is usually a key value attribute/benefit. Customers will generally pay more for 
vehicles and kitchen appliances that have a reputation for being long lasting. 

Reliability 

Buyers will normally pay a premium for more reliable products. Reliability is a measure 
of the probability that a .key benefit or valued attribute will not malfunction or will fail 
within a specified time period. Bosch, Liebherr and Miele, whose portfolios include major 
home appliances, have earnt an outstanding reputation for creating reliable appliances. 
The breakthrough marketing box describes how that company has excelled at making and 
selling high-quality, dependable motor vehicles. 
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Breakthrough marketing 




Toyota 

Toyota may have begun making cars by being a fast fol- 
lower, but it is now a leading innovator. Toyota offers a 
full line of cars covering the market, from family cars to 
4 x 4s to trucks and minivans. The company offers cars 
in the entry, middle and niche markets. Designing these 
different products (market offerings) entails listening 
to different customers, building the cars they want and 
then customising them to reinforce each model's image. 

Toyota's marketing strategy for the Lexus line focuses 
on perfection. The tagline for the global strategy is 
‘Passionate pursuit of perfection'. Toyota markets Lexus 
globally and understands that each country defines per- 
fection differently. In Europe, luxury means attention to 
detail and brand heritage. Therefore, although the core 
of Lexus marketing is similar (a consistent Lexus visual 
vocabulary, logo, font and overall communication), the 
advertising varies by country. 

One big reason behind Toyota’s success is its manu- 
facturing. Toyota’s combination of manufacturing speed 
and flexibility is world class. It is the master of lean 
manufacturing and continuous improvement. Its plants 
can make as many as eight different models at the same 
time, which brings Toyota huge increases in productivity 
and market responsiveness. It is also a continuous inno- 
vator. A typical Toyota assembly line makes thousands 
of operational changes in the course of a single year. 
Toyota employees see their purpose as threefold: mak- 
ing cars, making cars better, and teaching everyone how 
to make cars better. The company encourages creative 
problem solving, always looking to improve its thinking 
to enable it to improve its operational processes. 

Toyota is integrating its assembly plants around the 
world into a single giant network. The plants will custom- 
ise cars for local markets and be able to shift production 
quickly to satisfy any surges in demand from markets 
worldwide. With a manufacturing network, Toyota can 
build a wide variety of models much more inexpensively. 
That means Toyota will be able to fill market niches as 
they emerge without building whole new assembly oper- 
ations. As buyers’ markets are characterised by con- 
sumers who demand high levels of customer-perceived 
value in a car, Toyota’s ability to meet individual country 
and customer requirements gives it a distinctly powerful 
competitive edge. 

In the first quarter of 2007, Toyota edged past Gen- 
eral Motors to become the world’s largest car maker. In 
2010 Toyota recalled several thousand cars as its qual- 
ity reputation looked to be seriously undermined by a 
series of quality problems affecting carpets that were 
not clipped down and sticky pedals. On examination 



these problems turned out to be largely emotional and 
had little to do with the actual facts, concluded Liker, 
who carried out a thorough review of the company’s 
overall quality standards. 
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Toyota’s product strategy is built on innovation and 
agility and has recently placed the firm into the 
number-one spot in the industry for the first time. 
Source: John van Hasselt/Corbis. 



Sources: M. Zimmerman (2007) Toyota’s first quarter global 
sales beat GM’s preliminary numbers, Los Angeles Times, 24 
April; C. Fishman (2006) No satisfaction at Toyota, Fast Company, 
December-January, 82-90; S. F. Brown (2004) Toyota’s global 
body shop, Fortune, 9 February, 120; J. B. Treece (2004) Ford 
down; Toyota aims for no. 1 , Automotive News, 2 February, 1 ; 

B. Bemner and C. Dawson (2003) Can anything stop Toyota?, 
BusinessWeek, 17 November, 114-22; www.toyota.com; J. Liker 
(2010) Toyota’s lost its quality edge? Not so fast, BusinessWeek, 
28 January. 
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Repairability 

Repairability is a measure of the ease of putting right a market offering when it malfunc- 
tions or fails. Ideal repairability would exist if users could fix the problem themselves with 
little cost in money or time. Some products include a diagnostic feature that allows service 
people to correct a problem over the telephone or advise the user how to correct it. Many 
computer hardware and software companies offer technical support over the phone, by 
fax or email, or by real-time ‘chat’ online. 

Style 

Style describes the market offering’s look and feel to the buyer. Car buyers, for example, 
pay a premium for a Jaguar or a Lexus as they value their unique appeal. Aesthetics also 
play a key role in such brands as Absolut vodka, Apple computers, Montblanc pens, Lindt 
chocolate and Harley-Davidson motorcycles. Style has the advantage of creating distinc- 
tiveness that is difficult to copy. On the negative side, strong style does not always mean 
high-use performance. A car, such as a Lotus, may look sensational but spend a lot of 
time in a dealer’s garage. 

Design 

As competition intensifies, design offers a potent way to differentiate and position a com- 
pany’s market offerings . 27 In increasingly fast-paced markets, design is the attribute that 
will often givq*a company its competitive edge. Design is the mix of features that affect 
how a market offering looks, feels and functions in terms of customer requirements. 

Design is particularly important in making and marketing retail services, clothes and 
shoes, packaged goods and durable equipment. The designer decides how much to invest 
in attributes such as form, feature development, performance, conformance, durability, 
reliability, repairability and style. To the company, a well-designed market offering is one 
that is easy to manufacture and distribute. To the customer, a well-designed market offer- 
ing is one that is pleasant to look at and easy to open, install, use, repair and dispose of. 
The designer must take all these customer-perceived benefit value attribute factors into 
account. 

The arguments for good design are particularly compelling for smaller consumer com- 
panies and start-ups operating in consumer markets such as upmarket ‘real-wood’ furni- 
ture firms such as Ercol. 

Certain countries and companies are design leaders: Italian design in clothing and fur- 
niture; Scandinavian design for functionality, aesthetics and environmental consciousness. 
Finland s Nokia was the first to introduce user-changeable covers for mobile phones, the 
first to have elliptical shaped, soft and friendly forms, and the first with big screens, all 
contributing to its remarkable market success. Braun, a German division of Gillette, has 
elevated design to a high art in its electric shavers, coffee makers, hair dryers and food 
processors. The company’s design department enjoys equal status with engineering and 
manufacturings The Danish firm Bang & Olufsen has received considerable recognition for 
the design of its stereos, TV equipment and telephones. 

Firms should seek new designs to create differentiation and establish a more complete 
connection with consumers. Holistic marketers recognise the emotional power of design 
and the importance to consumers of how things look and feel. In an increasingly visually 
oriented culture, translating brand meaning and positioning through design is critical. A 
bad design can also ruin a product’s prospects. 



Service differentiation 

When a market offering cannot easily be differentiated, the key to competitive suc- 
cess may lie in adding to the service attributes that comprise the customer-perceived 
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value package. Rolls-Royce pic ensures that its aircraft engines are in high demand 
by continuously monitoring the health of its 3,000 engines for 43 airlines through live 
satellite feeds. Under its TotalCare programme, airlines pay a fee for every hour an 
engine is in flight, and the company assumes responsibility for downtime and repairs 
expenses. 28 

The main service benefit attribute differentiators are: ordering ease, delivery, instal- 
lation, customer training, customer consulting, and maintenance and repair. 

Ordering ease 

Ordering ease refers to how easy it is for the customer to place an order with the com- 
pany. Many financial service institutions offer secure online sites to help customers obtain 
information and complete transactions more efficiently. 

Delivery 

Delivery refers to how well the market offering is brought to the customer. It includes 
speed, accuracy and care throughout the process. Today’s customers have grown to expect 
delivery speed: pizza delivered in half an hour, film developed in one hour, spectacles 
made in one hour, cars lubricated in 13 minutes. Levi Strauss and Benetton have adopted 
computerised quick response systems (QRS) that link the information systems of their sup- 
pliers, manufacturing plants, distribution centres and retailing outlets. 

Installation 

Installation refers to the service work done to make a product operational in its planned 
location. Buyers of heavy equipment expect good installation service. Differentiating 
at this point in the consumption chain is particularly important for companies with 
complex products. Ease of installation becomes a true selling point, especially when 
the target market contains many technological novices, as is frequently the case in the 
home PC market. 

Customer training 

Customer training refers to training the customer’s employees to use the vendor’s equip- 
ment properly and efficiently. One example is McDonald’s, which requires its new Euro- 
pean franchisees to attend its Hamburger University in the United States for a two-week 
franchise management training course. 

Customer consulting 

Customer consulting refers to data, information systems and advice services that sellers 
offer buyers. 

Maintenance and repair 

Maintenance and repair describes the service programme for helping customers keep pur- 
chases in good working order. Hewlett-Packard offers online technical support, or ‘esup- 
port’, for its customers. In the event of a service problem, customers can use various 
online tools to find a solution. Those aware of the specific problem can search an online 
database for solutions; those unaware can use diagnostic software that finds the problem 
and searches the online database for an automatic repair. Customers can also seek online 
help from a technician. 

Returns 

Although returns are undoubtedly a nuisance to customers, manufacturers, retailers and 
distributors alike, they are also an unavoidable reality of doing business, especially with 
online purchases. Although the average return rate for online sales is relatively small - 
roughly 5 per cent - return and exchange policies are estimated to serve as a deterrent 
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for one-third to one-half of online customers. The cost of processing a return can be two 
to three times that of an outbound shipment. 

Returned items can be considered in two ways: 2 ^ 

• Controllable returns: result from problems, difficulties or errors of the seller or cus- 
tomer and can mostly be eliminated with proper strategies and programmes by the 
company or its value chain partners. Improved handling or storage, better packaging 

and improved transportation and forward logistics can eliminate problems before they 
happen. 

Uncontrollable returns: cannot be eliminated by the company in the short run through 
any of these means. 

A basic returns strategy that companies can adopt is to attempt to eliminate the root 
causes of controllable returns, while at the same time developing processes for handling 
uncontrollable returns. The aim of a product return strategy is to have fewer items 
returned and a higher percentage of returns that can go back into the distribution pipe- 
line to be sold again. 



Product and brand relationships 

Each market offering can be compared to competitive ones to ensure that a firm is per- 
forming effectively in the marketplace. 



The product hierarchy 

The hierarchy stretches from basic needs to particular value attributes and benefits that sat- 
isfy those needs. Six hierarchy levels can be identified, using life insurance as an example: 

1 Need family: the core need that underlies the existence of a family policy. Example: 
security. 

2 Product family: all the product classes that can satisfy a core need with reasonable 
effectiveness. Example: savings and income. 

3 Product class: a group of products within the product family recognised as having a 
certain functional coherence; Also known as a product category. Example: financial 
instruments. 

4 Product line: a group of products within a product class that are closely related because 
they perform a similar function, are sold to the same customer groups, are marketed 
through the same outlets or channels, or fall within given price ranges. A product line 
may consist of different brands, or a single family brand, or an individual brand that 
has been developed from a line extension. Example: house and property insurance. 

5 Product type: a group of items within a product line that share one of several possible 
forms of the market offering. Example: life insurance. 

6 Item (also called stock keeping unit or product variant ): a distinct unit within a brand 
or product line distinguishable by size, price, appearance or some other attribute. 
Example: renewable life insurance. 



Product systems and mixes 

A product system is a group of diverse but related items that function in a compatible man- 
ner. For example, the PalmOne handheld and smartphones come with attachable items 
including headsets, cameras, keyboards, presentation projectors, ebooks, MP3 players 
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and voice recorders. A product mix (also called a product assortment) is 
the complete set of all products and items that a company brings to the 
marketplace. 

A product mix consists of various product lines. Seagate now makes 29 
kinds of drive that are essential to servers, PCs and consumer electronic 
products such as video games, digital video recorders and cameras. 



Michelin has three product lines: tyres, maps and restaurant-rating services. A company’s 
product mix has a certain width, length, depth and consistency. 



• The width of a market of a product mix refers to how many different product lines 
the company carries. Table 14.3 shows the four lines that make up Nivea’s Sun Care 
range. 

• The length of a product mix refers to the total number of items in the mix. Nivea has 
four items in its Children’s Protection line. 

• The depth of a product mix refers to how many variants there are in the market offer- 
ing/product mix portfolio. Nivea has 15 in its Sun Care portfolio. 

• The consistency of the product mix refers to how closely related the various lines are 
in end use, production requirements or distribution channels, or in some other way. 
Nivea’s product lines are consistent so far as they are consumer goods that go through 
the same distribution channels. 



The four product-mixed dimensions enable the company to expand its business in 
four ways. It can add new product lines, thus widening its product mix. It can lengthen 
each line. It can add more variants to each product and deepen its product mix. Finally, 
a company can pursue more product-line consistency. To make these product and brand 
decisions, it is useful to conduct product-line analysis. 



Product-line analysis 

When designing a product line, companies normally develop a basic platform and mod- 
ules that can be added to meet different customer requirements. Car manufacturers build 
their cars around a basic platform. Homebuilders show a model home to which buyers 
can add additional features. This modular approach enables the company to position itself 
optimally by offering variety (to exhibit effectiveness in the marketplace) and to lower 
production costs (to become effective with its resources). 



Table 14.3 Product-mix width and product line length for Nivea Sun Care 
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Figure 14.8 Product-item contributions to a product line’s total sales and profits 

Product-line managers need to know the sales and profits of each market offering in 
their line in order to determine which items to build, maintain, harvest or divest. 30 They 
also need to understand each product line’s market profile. 

Sales and profits 

Figure 14.8 shows a sales and profit report Tor a five-item product line. The first item accounts 
for 50 per cent of total sales and 30 per cent of total profits. The first two items account for 
80 per cent of total sales and 60 per cent of total profits. If these two items were suddenly 
attacked by a'bompetitor, the line’s sales and profitability could collapse. These items must 
be carefully monitored and protected. Finally, the last item delivers only 5 per cent of the 
line’s sales and profits. The firm may consider dropping this item unless it has strong growth 
potential. 

Every company’s product portfolio contains offers with different margins. Supermarkets 
make almost no margin on bread and milk; reasonable margins on tinned and frozen 
foods; and better margins on flowers, ethnic food lines, freshly baked goods and dry 
goods. A telephone company makes different margins on its core telephone, call waiting, 
caller ID and voicemail services. 

A company can classify its products into four types that yield different gross margins, 
depending on sales volume and promotion. To illustrate with laptop computers: 

1 Core product offerings: basic laptop computers that produce high sales volume and are 
heavily promoted but with low margins because they are viewed as undifferentiated 
commodities. 

2 Staples: items with lower sales volume and no promotion, such as faster central 
processing units (CPUs) or bigger memories. These yield a somewhat higher margin. 

3 Specialities: items with lower sales volume but that might be highly promoted, such as 
digital film-making equipment; or which might generate income for services, such as 
personal delivery, installation or on-site training. 

4 Convenience items: peripheral items that sell in high volume but receive less pro- 
motion, such as carrying cases and accessories, top-quality video or sound cards, 
and software. Consumers tend to buy them where they buy the original equipment 
because it is more convenient than making further shopping trips. These items can 
carry higher margins. 

The main point is that companies should recognise that these items differ in their potential 
for justifying higher prices and increased advertising expenditure margins to increase sales 
and margins. 31 , 

Market profile 

The product-line manager must review how the line is positioned against competitors’ 
lines. Consider Paper Company X with a paperboard product line. 32 Two paperboard 




Product item 
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Figure 14.9 Product map for a paper-product line 

Source: B. P. Shapiro (2003) Industrial product policy: managing the existing product Line, Cambridge, 
MA: Marketing Science Institute (Report No. 77-110). Copyright © 2003. 



attributes are weight and finish quality. Paper is usually offered at standard levels of 
90, 120, 150 and 180 g/m 2 weight. Finish quality is offered at low, medium and high 
levels. Figure 14.9 shows the location of the various product-line items of company X 
and four competitors, A, B, C and D. Competitor A sells two product items in the extra- 
high weight class, ranging from medium to low finish quality. Competitor B sells four 
items that vary in weight and finish quality. Competitor C sells three items in which 
the greater the weight, the greater the finish quality. Competitor D sells three items, 
all lightweight but varying in finish quality. Company X offers three items that vary in 
weight and finish quality. 

The product map shows which competitors’ items are competing against company X’s 
items. For example, company X’s low-weight, medium-quality paper competes against 
competitor D’s and B’s papers, but its high-weight, medium-quality paper has no direct 
competitor. The map also reveals possible locations for new items. No manufacturer 
offers a high-weight, low-quality paper. If company X estimates a strong unmet demand 
and can produce and price this paper at low cost, it could consider adding this item 
to its line. 

Another benefit of product mapping is that it identifies market segments. Figure 14.9 
shows the types of paper, by weight and quality, preferred by the general printing indus- 
try, the point-of-purchase display industry and the office supply industry. The map shows 
that company X is well positioned to serve the needs of the general printing industry but 
is less effective in serving the other two industries. 

Product-line analysis provides information for two key decision areas - product-line 
length and product-mix pricing. 



Product-line length 

Company objectives influence product-line length. One objective is to create a line to 
induce customers to trade up. Thus General Motors would like to move customers up 
from its entry market Chevrolet to an Opel or Vauxhall. A different objective is to create 
a line that facilitates cross-selling: Hewlett-Packard sells printers as well as computers. Still 
another objective is to create a product line that protects against economic cycles; Elec- 
trolux offers white goods such as refrigerators, dishwashers and vacuum cleaners under 
different brand names in the discount, middle-market and niche segments. 33 Companies 
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seeking high market share and market growth will generally carry longer lines. Companies 
that emphasise high profitability will carry shorter lines consisting of carefully chosen items. 

Product lines tend to lengthen over time. Excess manufacturing capacity puts 
pressure on firms to develop new items. The sales force and distributors also pressure 
the company for a more complete portfolio of market offerings to satisfy customers. 
However, as items are added, costs rise: design and engineering costs, inventory- 
carrying costs, manufacturing-changeover costs, order-processing costs, transportation 
costs and new item promotional costs. Eventually, someone calls a halt: top mana- 
gement may stop development because of insufficient funds or manufacturing capac- 
ity. The controller may call for a study of money-losing items. A pattern of market 
offering/product-line growth followed by massive pruning may repeat itself many 
times. Increasingly, consumers are growing weary of dense market offering/product 
lines, overextended brands and feature-laden market offerings (see the marketing 
insight box). 6 

A company lengthens its product line in two ways: line stretching and line fillin g 

Line stretching 

Every company s product line covers a certain part of the total possible range. For example, 
Mercedes and Porsche cars are located ip the upper price niche segment of the car market. 
Line stretching occurs when a company lengthens its line beyond its current range. The 
company can stretch its line down market, up market, or both ways. 

h 



Marketing insight 




When less is more 

Although many customers find the notion of hav- 
ing more choices appealing, the reality is that cus- 
tomers can sometimes be overwhelmed by the choices 
involved. With thousands of new products introduced 
each year, customers find it harder and harder to navi- 
gate shop aisles successfully. Although customers with 
well-defined preferences may benefit from more differ- 
entiated offers with specific benefits to better suit their 
needs, too much choice may be a source of frustration, 
confusion and regret for other customers. Product pro- 
liferation has another disadvantage. Exposing the cus- 
tomer to constant offer changes and introductions may 
nudge them into reconsidering their choices, resulting 
in their switching to a competitor as a result. 

Also, not all the new choices may be winners any- 
way, as Nestle found out with its KitKat bars, among the 
best-selling confectionery bars in the United Kingdom 
since they were invented there in the 1 930s. To increase 
sales in 2004, the company rolled out a vast array of new 
flavours. The summer saw the launch of strawberries 
and cream, passion fruit and mango, and red berry ver- 
sions; with winter came Christmas pudding, tiramisu 
(with real wine and ma^scarpone), and low-carbohydrate 
versions. The new flavours were a disaster - the tastes 
were too sweet and unusual for many - and even worse, 



some consumers could not find the classic KitKat bars 
among all the new varieties. An ill-timed switch from 
the classic slogan, ‘Have a break, have a KitKat’, didn’t 
help, and sales dropped 1 8 per cent as a result. The new 
flavours were then discontinued. 

Perceptive marketers are also realising that it is 
not just the lines that are confusing customers - many 
items are just too complicated for the average con- 
sumer. Royal Philips Electronics learned its lesson 
when the company asked 100 top managers to take var- 
ious Philips electronic products home one weekend and 
see whether they could make them work. The number 
of executives who returned frustrated and angry spoke 
volumes about the challenges the ordinary consumer 
faced. 



Sources: D. Ball (2006) Flavor experiment for KitKat leaves 
Nestle with a bad taste, Wall Street Journal, 6 July; B. Schwartz 
(2004) The Paradox of Choice: Why More Is Less, New York: 
HarperCollins Ecco; F. Endt (2004) It is rocket science, 
Newsweek, 18 October, E8; A. Chernev (2003) When more 
is less and less is more: the role of ideal point availability 
and assortment in choice, Journal of Consumer Research, 

30 September, 170-83; S. S. Iyengar and M. R. Lepper (2000) 
When choice is demotivating.- can one desire too much of a 
good thing?, Journal of Personality and Social Psychology, 79(6), 
995-1006; R. Dhar (1997) Consumer preference for a no-choice 
option, Journal of Consumer Research, 27 September, 233-48. 
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Down-market stretch A company positioned in the middle market may want to introduce 
a lower-priced line for any of three reasons: 

1 The company may notice strong growth opportunities as mass retailers such as 
Carrefour, Tesco and others attract a growing number of shoppers who want lower- 
priced goods. 

2 The company may wish to tie up lower-end competitors that might otherwise try to 
move up market. If the company has been attacked by a low-end competitor, it often 
decides to counterattack by entering the low end of the market. 

3 The company may find that the middle market is stagnating or declining. 

A company faces a number of naming choices in deciding to move a brand down market: 

• Use the parent brand name on all its offerings. Sony has used its name on products in 
a variety of price tiers. 

• Introduce lower-priced offerings using a sub-brand name, such as General Motors’s 
Chevrolet models in Europe. 

• Introduce the lower-priced offerings under a different name, as VW did with Seat and 
Skoda. This strategy is expensive to implement, and consumers may not accept a new 
brand that lacks the equity of the parent brand name. 

Moving down market carries risks. Kodak introduced Kodak Funtime film to counter 
lower-priced brands, but it did not price it low enough to match the lower-priced film. 
It also found some of its regular customers buying Funtime, so it was cannibalising its 
core brand. Kodak withdrew the product and may also have lost some of its quality 
image in the process. On the other hand, Mercedes successfully introduced its C-class 
cars without injuring its ability to sell other top-priced Mercedes cars. In these cases, 
consumers may have been better able to compartmentalise the different brand offerings 
and understand and rationalise functional differences between offerings in higher and 
lower price tiers. 

Up-market stretch Companies may wish to enter the high end of the market to achieve 
more growth, either to realise higher margins or simply to position themselves as full-line 
manufacturers. Many markets have spawned surprising upmarket segments: Starbucks in 
coffee, Movenpick in ice cream, and Danone’s Evian in bottled water. However, other 
companies have included their own name in moving up market, as is evidenced by super- 
market premium lines. 

Two-way stretch Companies serving the middle market might decide to stretch their line 
in both directions. Pet food companies have stretched up and down to create a portfolio 
to offer varieties in the entry, middle and niche market segments. 



Holiday inn ) 

Holiday Inn Worldwide has also performed a two-way stretch of its hotel product line. The 
hotel chain segmented its domestic hotels into five separate chains to tap into five differ- 
ent benefit segments - the upscale Crowne Plaza, the traditional Holiday Inn, the budget 
Holiday Inn Express, and the business-oriented Holiday Inn Select and Holiday Inn Suites & 
Rooms. Different branded chains received different marketing programmes and emphasis. 
Holiday Inn Express has been advertised with a humorous advertising campaign. By basing 
the development of these brands on distinct consumer targets with unique needs, Holiday 
Inn is able to insure against overlap between brands. 
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The relative position of a brand and its competitor context will also affect consumer 
acceptance. Research has shown that a high-end model of a low-end brand is favoured 
over a low-end model of a high-end brand, even when information about competing 
categories is made available. 34 

Line filling 

A firm can also lengthen its product line by adding more items within the present range. 
There are several motives for line filling: reaching for incremental profits, trying to satisfy 
dealers who complain about lost sales because of missing items in the line, trying to util- 
ise excess capacity, trying to be the leading full-line company, and trying to plug holes 
to keep out competitors. 

Line filling is overdone if it results in self-cannibalisation and customer confusion. The 
company needs to differentiate each item in the consumer’s mind with a just-noticeable dif- 
ference. The company should also check that the proposed product meets a market need. 



BMW AG 



In four years BMW has evolved from a one-brand, five-model car maker into a three-brand, 
multi-model powerhouse. Not only has'the car maker expanded its product range down- 
wards with Mini Coopers and its compact 1 -series models, but it has also built it upwards 
with Rolls-Royce and filled the gaps in between with its X3 and X5 sports activity vehicles, 
the Z3 and*Z4 roadsters, and a 6-series coupe. The company has used line filling suc- 
cessfully to boost its appeal to the rich, the super-rich and the wannabe-rich’, all without 
departing from its pure premium positioning. 35 



Line modernisation, featuring and pruning 

Product lines need to be modernised. The issue is whether to overhaul the line piecemeal 
or all at once. A piecemeal approach allows the company to see how customers and 
dealers take to the new style. It is also less draining on the company’s cash flow, but it 
allows competitors to see changes and to start redesigning their own lines. 

In rapidly changing markets, modernisation is continuous. Companies plan improvements 
to encourage customer migration to higher-valued, higher-priced items. Microprocessor 
companies such as Intel and AMD, and software companies such as Microsoft and Sage, 
continually introduce more advanced versions of their products. A major issue is timing 
improvements so they do not appear too early (damaging sales of the current line) or too 
late (after the competition has established a strong reputation for more advanced equipment). 

Firms must periodically review the line for products that are depressing profits. 36 The 
weak items can be identified through sales and cost analysis. One study found that for 
a big Dutch retailer, a major assortment reduction led to a short-term drop in category 
sales, caused mainly by fewer category purchases by former buyers, but it also attracted 
new category buyers at the same time. These new buyers partially offset the sales losses 
among former buyers of the delisted items. 37 

In 1999, Unilever announced its ‘Path to Growth’ programme designed to get the most 
value from its brand portfolio by eliminating three-quarters of its 1,600 distinct brands by 
2003. 38 More than 90 per cent of its profits came from just 400 brands, prompting Unilever 
co-chairman Niall FitzGerald to liken the brand reduction to weeding a garden, so ‘the 
light and air get into the blooms which are likely to grow the best’. The company retained 
global brands such as Lipton, as well as regional brands and ‘local jewels’ such as Persil, 
the leading detergent in the United Kingdom. 

Multibrand companies all over the world are attempting to optimise their brand port- 
folios. In many cases, this has led to a greater focus on core brand growth and to concen- 
trating energy and resources on the biggest and most established brands. 
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Pruning slow-selling brands from product lines often benefits the brands that are left, such as 
Unilever’s global bestsellers including Lipton worldwide and Persil in the United Kingdom. 
Source: Martin Meissner/AP Wide World Photos. 



vw • * 

VW has four different brands to manage in its European portfolio. Initially, Audi and Seat 
had a sporty image and VW and Skoda had a family-car image. Audi and VW were in a 
higher price-quality tier than their respective counterparts. Skoda and Seat, with their 
basic spartan interiors and utilitarian engine performance, were clearly differentiated. 

With the goal of reducing costs, streamlining parts/systems designs and eliminating 
redundancies, Volkswagen upgraded the Seat and Skoda brands. Once viewed as below- 
par products by European consumers, Skoda and Seat have captured market share with 
attractive interiors, a full array of safety systems and reliable power-trains borrowed from 
Volkswagen. The danger, of course, is that by borrowing from its upper-echelon Audi and 
Volkswagen products, Volkswagen may have diluted their cachet. Frugal European car 
buyers may convince themselves that a Seat or Skoda is almost identical to a VW, but it is 
several thousand euro cheaper. 39 
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Product-mix pricing 

Chapter 16 discusses pricing concepts in detail, but a short summary of some basic 
market offering/product-mix pricing issues is given here. Marketers must modify their 
price-setting logic when the offering is part of a product mix. In product-mix pricing, the 
firm searches for a set of prices that maximises profits on the total mix. Pricing is difficult 
because the various products have demand and cost interrelationships and are subject to 
different degrees of competition. Six situations calling for product-mix pricing can be cat- 
egorised: product-line pricing, optional-feature pricing, captive-product pricing, two-part 
pricing, by-product pricing and product-bundling pricing. 

Product-line pricing 

Companies normally develop product lines rather than single products, and introduce 
price steps. In many lines of trade, sellers use well-established price points for the prod- 
ucts in their line. A men’s clothing store might carry men’s suits at three price levels: €200, 
€400 and €600. Customers 1 will associate low-, average- and high-quality suits with the 
three price points. The marketer’s task is to establish customer-perceived quality differ- 
ences that justify the price differences. 

Optional-feature pricing 

Many companies offer optional products, features and services along with their main product. 
The car buyer can order power window controls, remote adjustable mirrors, a sunroof, an 
electronic parking aid and theft protection. Pricing is a serious problem because companies 
must decide which items to include in the standard price and which to offer as options. 

Restaurants face a similar pricing problem. Many charge premium prices for their wine 
and alcoholic drinks. The food revenue covers costs, and the drinks produce the profit. 
This explains why waiters and waitresses often press hard to get customers to order 
drinks. Other restaurants offer low-price drinks and charge premium prices for their food. 

Captive-product pricing 

Some products require the use of ancillary products, or captive products. Manufacturers 
of razors, cameras and computer printers often price them low and set high mark-ups on 
razor blades, film and ink cartridges. 



Hewlett-Packard 

In 1996, Hewlett-Packard (HP) began drastically cutting prices on its printers, by as much 
as 60 per cent in some cases. HP could afford to make such dramatic cuts because cus- 
tomers typically spend twice as much on replacement ink cartridges, toner and speciality 
paper as on the actual printer over the life of the product. As the price of printers dropped, 
printer sales rose, as did the number of after-market sales. HP now owns about 40 per 
cent of the worldwide printer business. Its inkjet supplies command a 35 per cent profit 
margin and generated US $2.2 billion in operating profits in 2002 - over 70 per cent of the 
company’s total. 40 



There is a danger in pricing the captive product too high in the after market, however. 
If parts and service are too expensive, counterfeiting and substitutions can erode sales. 
Consumers can now buy cartridge refills for their printers from discount suppliers and 
save 20-30 per cent of tfre price of the manufacturer’s cartridges. 

Two-part pricing 

Firms in service sectors engage in two-part pricing, consisting of a fixed fee plus a variable 
usage fee. Mobile telephone users pay a monthly fee plus additional tariffs for different 
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calls, and internet plans. Amusement parks charge an admission fee plus fees for rides 
over a certain minimum. The service firm faces a problem similar to captive-product pric- 
ing - namely, how much to charge for the basic service and how much for the variable 
usage. The fixed fee should be low enough to induce purchase of the service; the profit 
can then come from the usage fees. 

By-product pricing 

The production of certain goods - meats, petroleum products and other chemicals - often 
results in by-products. If the by-products have value to a customer group, they should be 
priced to reflect customer-perceived value. Any income earned on the by-products will 
make it easier for the company to charge a lower price on its main product if competition 
forces it to do so. 

Product-bundling pricing 

Sellers often bundle products and features. Pure bundling occurs when a firm offers its 
products only as a bundle. Many computer software companies do this with the twin 
aims of attracting additional custom through a sales promotion and running down excess 
stocks. In mixed bundling, the seller offers goods both individually and in bundles. When 
offering a mixed bundle, the seller normally charges less for the bundle than if the items 
were purchased separately. A car manufacturer might offer an option package at less than 
the cost of buying all the options separately. A magazine publisher will price an annual 
subscription at less than the cost of buying 12 issues. 41 

Some customers will want less than the whole bundle. Suppose a medical equipment 
supplier’s offer includes free delivery and training. A particular customer might ask to 
forgo the free delivery and training in exchange for a lower price. The customer is asking 
the seller to ‘unbundle’ or ‘rebundle’ its offer. If a supplier saves €100 by not supplying 
delivery and reduces the customer’s price by €80, the supplier has kept the customer 
happy while increasing its profit by €20. 

Experience has shown that as promotional activity increases on individual items in the 
bundle, buyers perceive less saving and so are less likely to be attracted by the offer. 
This research suggests the following guidelines for correctly implementing a bundling 
strategy: 42 

• It is unwise to promote individual products in a package as frequently and cheaply 
as the bundle. The bundle price should be much lower than the sum of individual 
products or the consumer will not perceive its attractiveness. 

• It is best to limit sales promotions to a single item in the mix if the company wants 
to promote individual products. Another option: alternate sales promotions, one after 
another, in order to avoid running conflicting promotions. 

• If firms offer large rebates on individual products, it is best to do so with discretion and 
make them the sole exception. Otherwise, the consumer uses the price of individual 
products as an external reference for the bundle, which then loses value. 



Co-branding and ingredient branding 

Co-branding 

Marketers often combine their products with products from other companies in vari- 
ous ways. In co-branding - also called dual branding or brand bundling - two or more 
well-known brands are combined into a joint market offering or marketed together in 
some fashion. One form of co-branding is same-company co-branding , as when the 
Danone Group advertises Activia Yogurt and Actimel. Still another form is joint-venture 
co-branding , such as British Gas energy and engineering and Bosch Worcester gas boilers 
in the United Kingdom. There is also multiple-sponsor co-branding that is evident when 
football clubs grant after-match interviews with the media in a room full of sponsors’ 
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displayed logos. Finally, there is retail co-branding where several retail establishments use 
the same location as a way to optimise both space and profits, as is the case in discount 
retail parks throughout Europe. 

The main advantage of co-branding is that a market offering/product may be con- 
vincingly positioned by virtue of the multiple brands. Co-branding can generate greater 
sales from the existing target market as well as opening additional opportunities for new 
consumers and channels. It can also reduce the cost of introducing a new market offer, 
because it combines two well-known images and speeds adoption. And co-branding may 
be a valuable means to learn about consumers and how other companies approach them. 
Companies within the motor industry have reaped all these benefits of co-branding. 

The potential disadvantages of co-branding are the risks and lack of control in becom- 
ing aligned with another brand in the minds of consumers. Consumer expectations about 
the level of involvement and commitment with co-brands are likely to be high, so unsat- 
isfactory performance could have negative repercussions for both brands. If the other 
brand has entered into a number of co-branding arrangements, overexposure may dilute 
the transfer of any association. It may also result in a lack of focus on existing brands. 

For co-branding to succeed, the two brands must separately have brand equity - 
adequate brand awareness and a sufficiently positive brand image. The most important 
requirement is a logical fit between the a two brands, such that the combined brand or 
marketing activity maximises the advantages of each while minimising their disadvantages. 
Research studies show that consumers are more apt to perceive co-brands favourably if 
the two brands are complementary rather than similar 43 

Besides remembering these strategic considerations, managers must enter into co- 
branding ventures carefully. There must be the right kind of fit in values, capabilities and 
goals, in addition to an appropriate balance of brand equity. There must be detailed plans 
to legalise contracts, make financial arrangements and coordinate marketing programmes. 
The financial arrangement between brands may vary, although one common approach 
is for the brand more deeply involved in the production process to pay a licensing fee 
and royalty. 

Brand alliances require a number of decisions. What capabilities does a firm lack? What 
resource constraints is the firm facing (people, time, money, etc.)? What are the growth 
goals or revenue needs? In assessing a joint branding opportunity, a firm should satisfy 
itself that it is a profitable business venture. How might it help maintain or strengthen 
brand equity? Is there any risk of dilution of brand equity? Does the opportunity offer any 
extrinsic advantages such as learning opportunities? 

Ingredient branding 

Ingredient branding is a special case of co-branding. It creates brand equity for materials, 
components or parts that are necessarily contained within other branded products. Some 
successful ingredient brands include Dolby noise reduction, Gore-Tex water-resistant 
fibres, 44 Intel processors and Scotchgard fabrics. Ingredient branding is growing in an 
area known as ‘nutraceuticals’ - food products, such as Actimel, that claim they deliver 
health benefit properties. 

An interesting variation on ingredient branding is ‘self-branding’, in which companies 
advertise and even trademark their own branded ingredients. For instance, stately homes 
all over Europe advertise crockery, foodstuffs and linen bearing their insignia in site-based 
shops and specialist magazines. If it can be done well, it makes much more sense to self- 
brand ingredients because you have more control and can develop the ingredient to suit 
your purposes. 45 Ingredient brands try to create enough awareness and preference for 
their market offerings so .consumers will not buy a ‘host’ product that does not contain 
the brand badge. 

Many manufacturers make components or materials that enter into final branded 
products but lose their individual identity. One of the few component branders that 
have succeeded in building a separate identity is Intel. Intel’s consumer-directed brand 
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Marketing memo 




Making ingredient branding work 

What are the requirements for success in ingredient 

branding? 

1 Customers must perceive that the ingredient mat- 
ters to the performance and success of the end 
product. Ideally, this intrinsic value is easily seen or 
experienced. 

2 Customers must be convinced that not all ingredi- 
ent brands are the same and that the ingredient is 
superior. 

3 A distinctive symbol or logo must clearly signal to 
customers that the host product contains the ingre- 
dient. Ideally, the symbol or logo would function like 



a seal’, be simple and versatile, and credibly com- 
municate quality and confidence. 

4 A coordinated 'pull' and 'push' programme must 
help customers understand the importance and 
advantages of the branded ingredient. Channel 
members must offer full support. Often this will 
require consumer advertising and promotions and - 
sometimes in collaboration with manufacturers - 
retail merchandising and promotion programmes. 



Sources: K. L. Keller (2008) Strategic Brand Management, 3rd 
edn, Upper Saddle River, NJ: Prentice Hall; P. Kotler and W. 
Pfoertsch (2006) B2B Brand Management, New York: Springer; 
P. F. Nunes, S. F. Dull and P. D. Lynch (2003) When two brands 
are better than one, Outlook, January, 14-23. 



campaign convinced many personal computer buyers to buy only computer brands with 
Intel Inside . As a result, major PC manufacturers — IBM, Dell, Compaq — purchase their 
chips from Intel at a premium price rather than buy equivalent chips from an unknown 
supplier. Most component manufacturers, however, would find it difficult to create a suc- 
cessful ingredient brand. The marketing memo outlines the characteristics of successful 
ingredient branding. 



Packaging, labelling, warranties and 
guarantees 

Most physical items must be packaged and labelled. Some packages - such as the Coke 
bottle and the L’eggs ladies’ tights egg-shaped pack - are world famous. Many marketers 
have called packaging a fifth P, along with price, product, place and promotion. Most 
marketers, however, treat packaging and labelling as an important element of product 
strategy. It could also be seen as an important part of marketing communications and 
distribution. Cost is an important consideration too. So it is best to see packaging as 
part of the overall activity of companies that seeks to develop highly regarded customer- 
perceived value offerings which enable businesses to achieve a sustainable competitive 
advantage. Warranties and guarantees can also be an important part of the market offer- 
ing, as they often appear on the packaging. 



Packaging 

Packaging is traditionally defined as all the activities of designing and producing the 
container for a product or market offering. Packages might include up to three levels of 
material — beer comes in a bottle or can ( primary package) in a cardboard box (. secondary 
package ) and in a palette box (. shipping package ). 

Well-designed packages can build brand equity and drive sales. The package is the 
customers’ first encounter with the item and either impresses or disinterests them. Absolut 
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vodka and Coca-Cola are world famous for their distinctive bottles. Toblerone confec- 
tionery is well known for its famous triangular shape and packaging. Expensive cereals 
feature see-through plastic windows in packaging to emphasise the quality of the con- 
tents. Packaging also affects consumers’ later product experiences - good packaging, 
for example, protects the item after first opening and keeps it in good condition for 
subsequent use. Various factors have contributed to the growing use of packaging as a 
marketing tool: 

• Self-service. An increasing number of product items are sold on a self-service basis. 
In an average supermarket, which stocks 15,000 items, the typical shopper passes by 
some 300 items per minute. Given that 50-70 per cent of all purchases are made in 
the shop, the effective package must perform many of the sales tasks: attract attention, 
describe the product’s features, create consumer confidence and make a favourable 
overall impression. 

• Consumer affluence. Rising consumer affluence means consumers are willing to pay a 
little more for the convenience, appearance, dependability and prestige of the better- 
packaged items. 

• Company and brand image. Packages contribute to instant recognition of the company 
or brand. In a shop they can effectively advertise the item. 

• Innovation opportunity. Innovative and qnique packaging design can bring large ben- 
efits to consumers and profits to producers. Companies are incorporating materials and 
features such as tamper-proof packs. 

From the perspective of both the firm and consumers, packaging must achieve six 
objectives: 46 

1 identify the brand in an attractive way; 

2 convey descriptive and persuasive information; 

3 provide protection to facilitate transportation; 

4 assist at-home storage; 

5 aid product consumption; and 

6 be environmentally friendly on disposal. 

To achieve the marketing objectives for the brand and satisfy the desires of consumers, 
marketers must choose the aesthetic and functional components of packaging cor- 
rectly. Aesthetic considerations relate to a package’s size and shape, material, colour, 
text and graphics. Blue is cool and serene, red is active and lively, yellow is medicinal 
and weak, pastel colours are feminine, dark colours are masculine. Functionally, struc- 
tural design is crucial. For example, innovations with food products over the years 
have resulted in packages that are resealable, tamper-proof, and more convenient to 
use (easy to hold, easy to open, or squeezable). The packaging elements must har- 
monise with each other and with pricing, advertising and other parts of the marketing 
programme. 

Packaging changes can have an immediate impact on sales. A good example is the 
book publishing industry, where customers often quite literally choose a book by its 
cover: Penguin Books has repackaged most of its titles and promoted them under the ban- 
ner, ‘Classic Books, Fresh Looks’. 47 Packaging changes can come in all forms. Kleenex tis- 
sues’ seasonally themed oval-shaped boxes and Crest toothpaste’s beauty-product-inspired 
Vivid White packaging all led to sales increases. 48 

After the company designs its packaging, it must test it. Engineering tests ensure 
that the package stands up under normal conditions; visual tests , that the script is 
legible and the colours harmonious; dealer tests , that dealers find the packages attrac- 
tive and easy to handle; and consumer tests, that buyers will respond favourably. Eye 
tracking by hidden cameras can assess how much consumers notice and examine 
packages. 49 
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Environmental costs of packaging 
Source: Serif 

Although developing effective packaging may be expensive and take several months 
to complete, companies must pay attention to growing environmental and safety concerns 
to reduce packaging. Increasingly, many companies are recognising t e impo an 

a 8 ,e finding new ways to develop .heir packaging. D = lo,u^ 
packaging is rapidly becoming a major concern in many countries as landf 11 
under strain and as the EU fines for poor recycling practices begin to b . 

Kingdom many supermarkets either choose not to supply plastic carrier bags or sell te - 

Plastic packaging: an ecological disaster? 

The overuse of plastic materials in packaging is stimulating passionate debate ^ t ey me 

the popular mineral waters such as Evian and Volv.c are supplied 

LY fPFT) bottles and even the niche brands such as San Pellegrino and Feme 
3 rraSlt'het glass bodies. All is no, doom and gloom, however, as some 
ecologically sensitive companies are starting to experiment with the use of reusa e pw' -'g 
1. Danone “o, example, 0 now supplying supeimarkets in Belgium with yoguns in 
small brown earthenware pots that can be washed out and reused. 

In 2008 the UK produced around 2 million tonnes of plastic waste, twice as muc 
in he eariy 1990s In 2008, total generation of post-consumer plastic waste in the EU-2^ 
was 24.9 Mt. Packaging is by far the largest contributor to plastic 
at 6=1 oer cent Average EU-27 per-capita generation of plastic packaging waste was 
™f k g in 3em 3'of-lifc options exist deal with plastic waste, including recy- 

Cd "po“al an^incinemtion with or without energy recovery. The 

91 ^ ner rent in 2008 helping to drive total recovery (energy recovery and recyc g) 
:: J ^ 3ce3e Sest J of recycling is seen in Germany at 34 per cent and the 
st in creece at 8 per cent The very qualities of plastic - its cheapness, its mdestruct- 
^ ura - r k e k hubristic, perha/a reproachful symbol of an unsustainable way o 
life However plastics do have their plus points. There are more than 20 types of polymer 
to choose from and many can be blended to offer designers and manu^rers a^nu ess 
variety of options. There is the clarity of PET, used in most plastic botes and 
strength of high-density polyethylene (HDPE), the cloudier polymer that is used in 
bottles; and easy-sealing polypropylene (PP), which is used to make bags and films. 
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Kimberly-Clark has 
dressed up its Kleenex 
products in any number 
of vivid new package 
designs including boxes 
with seasonal themes. 
Source: Bill Aron/PhotoEdit 
Inc. 



Plastics even have an important positive ecological advantage — a little of the material 
goes a long way. Furthermore, plastic materials are light and while they encase over 
50 per cent of the items that are bought, they only account for 20 per cent by weight of 
the packaging that is consumed. Thus less energy is needed to transport plastic-packed 
goods. This is the main reason why it remains the packaging material of choice for many 
product offering^. It is actually good for the environment as it reduces the carbon footprint 
- a classic case of there being two sides to every story. Now the righteous indignation of 
the ecologists may begin to look irrational. 

Might it be possible to gain the benefits of plastic packaging without its associated 
recycling problems? Curiously enough, the answer is yes. Cellulose, the most abundant 
organic compound on earth, is the main ingredient of cellophane, which was first used 
in Switzerland after its invention there in 1908. So why not consider abandoning oil- 
based plastics in favour of biodegradable ones? Research into environmentally renewable 
polymers has been gathering pace since the 1980s. Polyactic acid (PLA) and other starch- 
based polymers from sugar cane, potatoes, corn and wheat have emerged as the likeliest 
packaging materials. Worldwide polymer production increased from 20,000 tons a year in 
1996 to over 400,000 tons in 2008 before falling back as a result of the financial crisis that 
followed the collapse and near collapse of many banks. 51 
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However, there is a real problem with biodegradable plastic packaging - it looks the same 
as oil-based plastic packaging and so presents an insurmountable recycling problem. Perhaps 
this could be solved by households all over Europe being supplied with a separate recycling 
bin and by biodegradable plastic packaging carrying a distinctive image on the label. 



Cordier Mestrezat breaks with tradition 
and packages Bordeaux in plastic cartons 

Purists have been challenged by a French fine wine brand to sip their wine through a straw 
rather than pour it from a bottle into a wine glass. In June 2008 Cordier began supply- 
ing the new packs to supermarkets in a determined effort by the company to boost wine 
consumption among young urbanites. The new packs are biodegradable and come with a 
sensory straw' to send a spray of wine around the palate and to ‘ensure that customers 
enjoy the same sensations as with a wine glass'. Wine experts have expressed their horror, 
as the wine’s bouquet and colour will not be able to be appreciated in the conventional way. 
Cordier responded to the purists’ protests by emphasising the serious state of the wine 
industry in France, where consumption is falling from 100 Litres per person to 54 litres, and 
the need to move with the times. 

Source: A. Sage (2008) Is Bordeaux in cartons the last straw for French wine?, The Times, 16 May. 



Cardboard packaging is more ecologically friendly 

The fast-food burger chain McDonald’s has franchised many restaurants across Europe 
and this has generated a considerable amount of packaging. The company has gone to 
considerable trouble to see that its packaging is biodegradable and recycled. 



McDonald’s burger and 
fries cardboard packag- 
ing is environmentally 
friendly. 

Source: © mediablitzimages 
(UK) Ltd/Alamy. 
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Packaging power 

Special packs are often designed for low-risk trial. The UK Dulux paint company offers 
mini-pots to enable potential customers to see what the paint colours and textures will look 
like in the at-home situation. Multiple packs are increasingly found in supermarkets across 
Europe and seek to sell more and more alcoholic and non-alcoholic drinks. As a fully inte- 
grated marketing communications campaign is usually expensive (see Chapter 19), many 
companies pay particular attention to developing effective and efficient packaging. At certain 
times during the year, the pack assumes a great deal of importance. In the United Kingdom, 
chocolate Easter eggs are presented in elaborately designed packaging; and high-value items 
such as expensive jewellery and watches usually feature expensive packaging. 

Distinctive packaging is usually protected in European countries by law to prevent 
pirating. In the United Kingdom packaging is covered by the 1994 Trade Marks Act. To 
convey value to the buyer, some companies place their offerings in over-size boxes, which 
is a practice that can be challenged in the EU. 

Labelling 

The label may be a simple tag attached to the item or an elaborately designed graphic that 
is part of the package. It might carry only the brand name, or a great deal of information. 
Even if the seller prefers a simple label, the legal regulations may require more. 

Labels perform five functions: 52 

1 The lab ePidentifies the product or brand - for instance, the name Jaffa stamped on 
oranges. It also states the ingredients. 

2 The label might also grade the item. 

3 The label might describe the item: who made it, where it was made, when it was made, 
what it contains, how it is to be used, and how to use it safely. Cigarette packs in the 
United Kingdom warn buyers that smoking can damage their health. 

4 The labels on food items increasingly carry messages about healthy eating. 

5 The label might promote the product through attractive graphics. New technology 
allows for 360-degree shrink-wrapped labels to surround containers with bright graph- 
ics and accommodate more on-pack product information, replacing paper labels glued 
on to cans and bottles. 

Quality labels usually indicate a quality market offering. Eventually they become out- 
moded and need freshening up. Companies with labels that have become icons need to 
tread very carefully when initiating a redesign. 



The Campbell Soup Company 

The Campbell Soup Company has estimated that the average shopper sees its familiar 
red-and-white can 76 times a year, creating the equivalent of millions of dollars’ worth of 
advertising. Its label is such an icon that pop artist Andy Warhol immortalised it in one of 
his silk screens in the 1960s. The original Campbell’s Soup label - with its scripted name 
and signature red and white - was designed in 1898, and the company did not redesign it 
until more than a century later, in 1999. With the goal of making the label more contem- 
porary and making it easier for customers to find individual soups, Campbell made the 
famous script logo smaller and featured a photo of a steaming bowl of the soup flavour. 

In addition to the new graphic, the company put nutritional information on the packaging, 
with serving suggestions, quick dinner ideas and coloured bands that identify the six sub- 
groups of condensed $oup: that is, creams, broths and so on. 53 

The company’s European business in greater Europe is headquartered in Puurs, Bel- 
gium, and includes businesses in Belgium, France, Germany, Russia and Scandinavia. 
Campbell’s has production facilities in Puurs, Belgium; LePontet, France; Utrecht, Nether- 
lands; and Liibeck, Germany. 
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While attractive and clear labelling reinforces a company’s brand, it can also be used 
to mislead potential customers. Some firms claim that their wares are made in the home 
country, whereas they may be made elsewhere and merely packaged in the domes- 
tic market. Some food packs are deliberately scented in order to provide a pleasurable 
experience when the package is opened. Foods may carry evocative claims such as ‘coun- 
try fresh’ or make questionable health claims. In the United Kingdom, the Food Standards 
Agency keeps a wary eye on labelling practice. Throughout Europe, national and EU laws 
protect consumers from the worst labelling practices. 



Warranties and guarantees 

Even the best businesses are sometimes faced with a customer who is not satisfied 
with the goods they have bought or who simply wants their money back. Alongside 
improved consumer protection legislation, awareness of consumer rights has increased 
dramatically over the last 30 years - and so have people’s expectations of the sort of 
redress they can expect when the market offerings are not up to an acceptable standard. 
Anyone in business who provides market offerings should be aware of their obligations 
to customers. 

All sellers are legally responsible for fulfilling a buyer’s normal or reasonable expec- 
tations. Warranties are formal statements of expected product/market offering perform- 
ance by the manufacturer. Products under warranty can be returned to the manufacturer or 
designated repair centre for repair, replacement or refund. Whether expressed or implied, 
warranties are legally enforceable. Wise companies will extend their warranties if there are 
good reasons to do so. In some cases they are obliged to do so to retain market credibility 
if they have been unfavourably exposed by a consumer body. Samsung decided to extend 
the warranty on its R21 refrigerator in the United Kingdom in May 2008 after a fault was 
exposed in the popular BBC TV consumer affairs programme Watchdog. Similarly, when 
several viewers complained of skin irritation (subsequently found to be caused by a fun- 
gicide sachet) after buying leather sofas manufactured by Linkwise, retailers Argos, Land 
of Leather and the high street chain Walmsley’s eventually agreed to return customers’ 
money and to stop trading with Linkwise. 



Extended warranties - are they all they 
claim to be? 



The UK government’s Consumer Direct Unit urges people to think carefully about the value 
for money they are offered by an extended warranty because it is likely to be expensive 
compared with the amount customers could normally pay out in repair costs. Some people 
forget that the goods they buy new have a manufacturer’s guarantee which usually lasts 
for one year, so there is no need to buy an extended warranty when they buy the goods. 

If consumers decide that they would like a warranty, they do not have to buy one at the 
shop where they bought the goods. There are a number of firms - including insurance 
companies and the manufacturers themselves - that sell extended warranties on everyday 
household goods, from toasters to computers. In some cases they may be cheaper and 
more comprehensive than retailers’ extended warranties. It is now also possible to buy 
warranties that cover a number of appliances, such as all the electrical equipment in the 
kitchen. So it is certainly a good idea to shop around for some quotes before signing up to 
a warranty. 

The law also requires retailers to provide certain information on warranties they are 
selling, and consumers may get rights to cancel their extended warranty if they choose to 
do so. Consumer Direct offers advice on its website. 

Source: Consumer Direct: www.consumerdirect.gov.uk/ 
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Extended warranties can be extremely lucrative for manufacturers and retailers. 
Despite being regularly challenged as to their real worth in the United Kingdom, many 
retailers still attempt to market them robustly. Electrical appliance stores and home com- 
puter shops have become infamous for pushing (bullying) customers into purchasing 
additional peace of mind’ cover. Many sellers offer either general guarantees or specific 
guarantees. A company such as Procter & Gamble promises general or complete satis- 
faction without being more specific - ‘If you are not satisfied for any reason, return for 
replacement, exchange or refund.’ Other companies offer specific and in some cases 
extraordinary guarantees: 

• The John Lewis Partnership promises that it is ‘never knowingly undersold’ and if chal- 
lenged on price will investigate. If the customer is right, it will immediately lower its 
price. 

• Marks & Spencer will exchange clothing items that are found to be the wrong size 
provided the goods are returned in good condition with the appropriate invoice. 

• British Gas guarantees Tts domestic central heating installations and promises prompt 
and efficient service if anything goes wrong. 

Guarantees reduce the buyer’s perceived risk. They suggest that the product is of high 
quality and that the company and its service performance are dependable. They can be 
especially helpful when the company or product (market offering) is not that well known 
or when the product’s quality is superior to competitors. 



SUMMARY 



1 Because economic conditions change and competitive 
activity varies, companies normally find it necessary 
to reformulate their marketing strategy several 
times during a product's life cycle. Technologies, 
product forms and brands also exhibit life cycles 
with distinct stages. The general sequence of stages 
in any life cycle is introduction, growth, maturity and 
decline. The majority of products today are in the 
maturity stage. 

2 Each stage of the product life cycle calls for differ- 
ent marketing strategies. The introduction stage is 
marked by slow growth and minimal profits. If suc- 
cessful, the product enters a growth stage marked by 
rapid sales growth and increasing profits. There fol- 
lows a maturity stage in which sales growth slows and 
profits stabilise. Finally, the product enters a decline 
stage. The company's task is to identify the truly weak 
products, develop a strategy for each one, and phase 
out weak products in a way that minimises the hard- 
ship to company profits, employees and customers. 

3 Like products, markets evolve through four stages: 
emergence, growth, maturity and decline. This 
necessitates coordinated decisions on product mixes, 
product lines, brands, and packaging and labelling. 

4 In planning its market offering, the marketer needs to 
think through the five levels of the product: the core 
benefit, the basic product, the expected product, the 
augmented product and the potential product, which 



encompasses all the augmentations and transfor- 
mations that the product might ultimately undergo. 

5 Products can be classified in several ways. In terms 
of durability and reliability, products can be non- 
durable goods, durable goods or services. In the 
consumer goods category, products are conven- 
ience goods (staples, impulse goods and emergency 
goods), shopping goods (homogeneous and hetero- 
geneous), speciality goods or unsought goods. In the 
industrial goods category, products fall into one of 
three categories: materials and parts (raw materials 
and manufactured materials and parts), capital 
items (installations and equipment), or supplies and 
business services (operating supplies, maintenance 
and repair items, maintenance and repair services, 
and business advisory services). 

6 Brands can be differentiated on the basis of a 
number of different product or service dimensions: 
product form, features, performance, conformance, 
durability, reliability, repair ability, style and design, 
as well as such service dimensions as ordering ease, 
delivery, installation, customer training, customer 
consulting, and maintenance and repair. 

7 Most companies sell more than one product. A prod- 
uct mix can be classified according to width, length, 
depth and consistency. These four dimensions are 
the tools for developing the company’s marketing 
strategy and deciding which product lines to grow, 
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maintain, harvest and divest. To analyse a product 
line and decide how many resources should be 
invested in that line, product-line managers need to 
look at sales and profits and market profile. 

8 A company can change the product component of 
its marketing mix by lengthening its product via line 
stretching (down market, up market, or both) or line 
filling, by modernising its products, by featuring cer- 
tain products, and by pruning its products to elimi- 
nate the least profitable. 



9 Brands are often sold or marketed jointly with other 
brands. Ingredient brands and co-brands can add 
value, assuming they have equity and are perceived 
as fitting appropriately. 

10 Physical products must be packaged and labelled. 
Well-designed packages can create convenience 
value for customers and promotional value for 
producers. In effect, they can act as ‘five-second 
commercials' for the product. Warranties and guar- 
antees can offer further assurance to consumers. 




« 

i* 



APPLICATIONS 

Marketing debate 

With products, is it form or function? The form ver- 
sus function' debate applies in many arenas, including mar- 
keting. Some marketers believe that product performance 
is the be all and end all. Other marketers maintain that the 
looks, feel and other design elements of products are what 
really make the difference. 

Take a position: Product functionality is the key to brand 
success versus Product design is the key to brand success. 



Marketing discussion 

Can products be totally differentiated from services? Can 
products (i.e. tangible items) and services (intangible items) 
really be separated from customer-perceived value offer- 
ings in contemporary sellers’ markets? (See argument in 
Chapters 3, 10 and 1 1 .) 
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Chapter 15 




Introducing new market offerings 



J IN THIS CHAPTER, WE WILL 
' ADDRESS THE FOLLOWING 
QUESTIONS: 

1 What challenges does a 
company face in developing 
new customer-perceived value 
(CPV) offerings (products and 
services)? 

2 What organisational structures 
and processes do managers 
use to develop new market 
offerings? 

3 What are the main stages 
in developing new market 
offerings? 

4 What is the best way to manage 
the process of developing new 
market offerings? 

5 What factors affect the rate of 
diffusion and consumer adop- 
tion of newly launched market 
offerings? 



m 

Dyson knows the value of innovation and new-product development. The 
company's engineers are continuously seeking to innovate and see the 
establishment of the new design and engineering school in 2010 as a 
major part of the Dyson mission. 













Source: Rex Features. 



F irms all over the world are challenged by the need in highly competitive 
buyers' markets to innovate new products. The term product’ in this chap- 
ter, following the argument in Chapter 14, refers to a market offering that 
is a package of tangible (product) and intangible (service) attributes and ben- 
efits. Marketers play a key role in the development of new market offerings 
by identifying and evaluating new ideas and working with R & D personnel and 
other functional areas in every stage of development. Companies need to grow 
their revenue over time by developing new market offerings (products) and by 
expanding into new markets. New product development shapes the company’s 
future. Improved or replacement products can maintain or build sales; new-to- 
the-world products can transform industries and companies and change lives. 
However, the low success rate of new products and services points to the many 
challenges involved. More and more companies are doing more than just talking 
about innovation. They are fundamentally changing the way they develop their 
new CPV market offerings. 

Look how Sir James Dyson has and is approaching this all-important task. 

To encourage and to improve the speed of development of new product innovations 
Sir James Dyson, who invented the ‘bagless’ vacuum cleaner, remains keen to 
encourage design and engineering education and training, despite having his plans 
for a school turned down when the UK government rejected his funding bid in 2008. 
The main Dyson website carries an invitation for young would-be engineers to 
spend some time with the company and learn what they do. 

The dual cyclone ‘bagless’ cleaner took five years to develop and it was a further 
two years before Sir James managed to obtain financial backing in Japan. Using 
income from the Japanese licence, he began to manufacture a new model under his 
own name in the United Kingdom in 1993. The new concept and colourful design of 
his cleaners resulted in much popular acclaim and his ‘bagless’ vacuum cleaners 
now have 46 per cent of the UK market. In addition to the cleaners, Sir James has a 
number of other inventions carrying his name, including the Sea Truck, the award- 
winning Ballbarrow, as well as the Trolleyball, a trolley that makes it easier to 
launch boats, and the less successful Wheelboat, which can travel at speeds of up 
to 64 km/h on both land and water. To revive falling sales in the vacuum cleaner 
business in 2005, Sir James incorporated his Dyson Ball™ technology into a new 
version of the Dyson vacuum cleaner principle to create the more manoeuvrable 
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DC25 model. This offers the tried and trusted benefits from Root Cyclone™ technol- 
ogy and is easy to operate as it has no wheels and can pivot easily round awkward 
corners as it cleans. 

However, Dyson has suffered several setbacks on its way to becoming an iconic 
company. Sir James advises companies to ‘Enjoy failure and learn from it. You can 
never learn from success.’ The most notable was the early failure of the company's 
venture into the washing machine market. After making heavy losses, the company 
pulled out of the market but it has recently announced a determination to re-enter 
it. Sir James hopes that his enthusiastic support of the need to train new design- 
ers and engineers will do much to reclaim some of the lost appeal following the 
company’s decision for economic reasons to move its manufacturing base from the 
United Kingdom to Malaysia. 1 



New market offering options 

The following sections review several ways in which companies innovate as they strive to 
achieve an evolving portfolio of new market offerings. Is there one best way to manage 
this process that involves specific managers and executives? Or perhaps the creation of 
new products is really about a coordinated effort involving everyone within the company 
as well as key organisations in the company’s value chain. 

The celebrated guru Peter Drucker believed that a continual determination to develop 
new products was a crucial matter for all organisations. 

If the prime purpose is to create a customer, the business has two - and only 
two - functions: marketing and innovation. Marketing and innovation produce 
results. Everything else is a cost. 2 




Make or buy? 

A company can add new products through acquisition or by innovative development. The 
acquisition route can take three forms. The company can buy other companies, it can 
acquire patents from other companies, or it can buy a licence or franchise from another 
company. 

However, firms can make only so many acqusitions successfully. At some point, there 
becomes a pressing need for organic growth - the development of new products from 
within the company. New products can evolve in its own organisation or it can contract 
with independent researchers or specialist agencies to develop specific new products or 
provide new technology. Many firms have engaged consultants to provide fresh insights 
and different points of view. 3 
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In many categories, it is becoming increasingly difficult to identify high-potential 
products that will transform a market. However, continuous innovation to improve 
customer satisfaction can force competitors to retaliate. 4 Continually launching new 
products as brand extensions into related offering categories can also broaden the 
brand meaning. Nike started as a running-shoe manufacturer but now competes in 
the sports market with all types of athletic shoes, clothing and equipment. Armstrong 
World Industries moved from selling floor coverings to selling finishes for ceilings 
and to total interior surface decoration. Product innovation and effective marketing 
programmes have allowed these firms to expand their ‘market footprint’. (See also 
Chapters 12 and 13.) 

Comparatively few new products are truly innovative and so really new. These incur 
the greatest cost and risk because they are new to both the company and the market- 
place. 5 Radical innovations can strain the company’s profit performance in the short term, 
but their successful addition to a company’s portfolio of products can create a greater sus- 
tainable competitive advantage than existing conventional products. Companies typically 
must create a strong R 8z D and marketing partnership to achieve radical innovations.* 5 
Few reliable techniques exist for estimating demand for these innovations. Focus groups 
will provide some perspectives on customer interest and need, but marketers may need 
to use a probe and learn approach based on observation and feedback of early users’ 
experiences and other suitable means. 7 * 

Many high-tech firms strive for radical innovation.^ High-tech covers a wide range of 
industries - telecommunications, computers, consumer electronics, biotech and software. 
High-tech marketers face a number of challenges in launching their products: high tech- 
nological uncertainty; high market uncertainty; high competitive volatility; high invest- 
ment costs; short product life cycles; and difficulty in finding funding sources for risky 
projects. 9 



Challenges in new product development 

New product introductions have accelerated in recent years. In many industries, such 
as retailing, consumer goods, electronics and cars, among others, the time it takes to 
introduce new products has been halved. 10 Luxury leather-goods maker Louis Vuitton 
implemented a new factory format dubbed Pegase so that it could ship fresh collections 
to its boutiques every six weeks - more than twice as frequently as in the past - offering 
customers a choice of more new ‘looks’. 11 



The innovation imperative 

In strong buyers’ markets many products fall into decline - as a result of technological 
developments, severe competition, changing market and societal factors, and customer 
purchase experiences - making innovation a necessity. Highly innovative firms are able 
to identify and quickly seize new market opportunities. In a Special Report published 
by BusinessWeek, featuring the top 50 most innovative companies in the world, just four 
(Nokia at 9; Volkswagen at 18; BMW at 20 and Vodafone at 25) were based in Europe 12 
(see Table 15.1). Innovative firms, such as Vodafone, which has a special business unit 
solely devoted to increasing innovation, creates a positive attitude towards innovation 
and risk taking, streamlines the innovation process, practises teamwork and allows its 
people to experiment and even fail. Overall 14 out of the top 50 innovative companies 
were based in Europe. 
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Table 15.1 The world's top 50 most innovative companies 


2009 


2008 






i 

I 


rank 


rank 


Company 


HQ country 


HQ continent 


1 


1 


Apple 


USA 


North America 


2 


2 


Google 


USA 


North America 


3 


3 


Toyota Motor 


Japan 


Asia 


4 


5 


Microsoft 


USA 


North America 


5 


7 


Nintendo 


Japan 


Asia 


6 


12 


IBM 


USA 


North America 


7 


15 


Hewlett-Packard 


USA 


North America 


8 


13 


Research In 
Motion 


Canada 


North America 


9 


10 


Nokia 


Finland 


Europe 


10 


23 


Wal-Mart Stores 


USA 


North America 


11 


11 


Amazon.com 


USA 


North America 


12 


8 


Procter & 
Gamble 


USA 


North America 


13 


6 


Tata Group 


India 


Asia 


14 


9 


Sony 


Japan 


Asia 


15 


19 


Reliance 

Industries 


India 


Asia 


16 


26 


Samsung 

Electronics 


South Korea 


Asia 


17 


4 


General Electric 


USA 


North America 


18 


NR 


Volkswagen 


Germany 


Europe 


19 


30 


McDonald’s 


USA 


North America 


20 


14 


BMW 


Germany 


Europe 


21 


17 


Walt Disney 


USA 


North America 


22 


16 


Honda Motor 


Japan 


Asia 


23 


27 


AT&T 


USA 


North America 


24 


NR 


Coca-Cola 


USA 


North America 


25 


47 


Vodafone 


Britain 


Europe 


26 


NR 


Infosys 


India 


Asia 


27 


NR 


LG Electronics 


South Korea 


Asia 


28 


NR 


Telefonica 


Spain 


Europe 


29 


31 


Daimler 


Germany 


Europe 


30 


34 


Verizon 

Communications 


USA 


North America 


31 


NR 


Ford Motor 


USA 


North America 


32 


35 


Cisco Systems 


USA 


North America 


33 


48 


Intel 


USA 


North America 


34 


28 


Virgin Group 


Britain 


Europe 


35 


NR 


ArcelorMittal 


Luxembourg 


Europe 



>tock 
eturns 
>005-8 
•lin %) 


Revenue 

growth 

2005-8 

**(%) 


Margin 
growth 
2005-8 
***(in %) 


Known for its most 
innovative (%) 


5.9 


30.4 


15.8 


Product (47%) 


-9.5 


52.6 


-8.2 


Customer experience (26%) 


-20.7 


4.2 


-35.9 


Process (35%) 


-8 


13.5 


-1.3 


Process (26%) 


36.7 


61.1 


20.6 


Product (48%) 


2.3 


4.4 


14.3 


Process (31%) 


9.1 


10.9 


31.6 


Process (39%) 


24.6 


74.1 


11.2 


Product (53%) 


-8.3 


14 


-10.3 


Product (38%) 


8 


9.1 


-2.1 


Process (49%) 


2.8 


31.2 


-4.8 


Customer experience (41%) 


4.5 


11.7 


2.4 


Process (27%) 


Private 


Private 


Private 


Product (44%) 


-25.8 


3.1 


-41.1 


Product (40%) 


22.6 


28.5 


11.9 


Business model (35%) 


-10.8 


10.5 


-1.5 


Product (41%) 


-19.7 


10.1 


-12.2 


Process (36%) 


-14.4 


7.1 


33.6 


Customer experience (38%) 


25.8 


7.2 


9.5 


Customer experience (55%) 


-14.8 


6.9 


-14.6 


Customer experience (37%) 


-0.2 


6.4 


17.2 


Customer experience (68%) 


-15.4 


4.8 


-14.6 


Product (47%) 


9.9 


41.5 


9.7 


Product (33%) 


6.8 


11.4 


0.1 


Customer experience (38%) 


8.6 


10.2 


NA 


Product (25%) 


-8.1 


32.4 


2 


Process (40%) 


-5 


9.6 


17 


Product (46%) 


12.2 


17 


-2 


Business model (40%) 


-11.9 


1.5 


39 


Product (40%) 


10.4 


11.9 


-1 


Customer experience (38%) 


-32.6 


-3.3 


NA 


Product (36%) 


-1.6 


14.3 


-8 


Process (27%) 


-14.3 


-1.1 


-8 


Process (35%) 


Private 


Private 


Private 


Customer experience (45%) 


-6.7 


64.4 


-18 


Business model (63%) 
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Table 15.1 ( Continued } 



2009 

rank 


2008 

rank 


Company 


HQ country 


HQ continent 


Stock 
returns 
2005-8 
*(in %) 


Revenue 

growth 

2005-8 

**(%) 


Margin 
growth 
2005-8 
***|in %) 


Known for its most 
innovative (%) 


36 


40 


HSBC Holdings 


Britain 


Europe 


-6.1 


20.3 


-18 


Process (32%) 


37 


42 


ExxonMobil 


USA 


North America 


14.5 


8.8 


2 


Process (47%) 


38 


NR 


Nestle 


Switzerland 


Europe 


4.3 


6.5 


-14 


Product (47%) 


39 


NR 


Iberdrola 


Spain 


Europe 


7.5 


54 


-14 


Customer experience (40%) 


40 


25 


Facebook 


USA 


North America 


Private 


Private 


Private 


Customer experience (51%) 


41 


22 


3M 


USA 


North America 


-7.2 


6.1 


-3 


Product (44%) 


42 


NR 


Banco 

Santander 


Spain 


Europe 


-9.3 


11.8 


2 


Business model (37%) 


43 


45 


Nike 


USA 


North America 


7.1 


11.5 


-4 


Customer experience and 
Product (36% each) 


44 


NR 


Johnson & 
Johnson 


USA 


North America 


2.4 


8.1 


1 


Customer experience (42%) 


45 


49 


Southwest 

Airlines 


USA 


North America 


-19.2 


13.3 


-25 


Customer experience (45%) 


46 


NR 


Lenovo 


China 


Asia 


-14.2 


6.6 


4 


Business model (35%) 


47 


NR 


JPMorgan Chase 


USA 


North America 


-4.4 


-2.6 


NA 


Process (62%) 


48 


NR 


Fiat 


Italy 


Europe 


-13.5 


8.5 


2 


Product (30%) 


49 


24 


Target 


USA 


North America 


-13.5 


8.1 


2 


Customer experience (60%) 


50 


NR 


Royal Dutch Shell 


Netherlands 


Europe 


4.7 


14.3 


-8 


Process (45%) 



Notes: Analysis and data provided in collaboration with the innovation practice of the Boston Consulting Group and BCG-ValueScience. 

Reuters and Compustat were used for financial and industry data and Bloomberg for total shareholder returns. *Stock returns are annualised, 
31 Dec. 2005 to 31 Dec. 2008, and account for price appreciation and dividends. **Revenue and operating margin growth are annualised based 
on 2005-8 fiscal years. Margin growth is earnings before interest and taxes as a percentage of revenues reported in most recent statements 
or filings. Where possible, quarterly and semiannual data were used to bring performance for pre-June year-ends closer to December 2008. 
Financial figures were calculated in local currency. ***Calculating three-year compound annual growth rate for operating margins was not 
possible when either figure was negative. NR: Not Rated. 

Source: The World's Fifty Most Innovative Companies (2009), Special Report, BusinessWeek, 9 May. Used with permission of Bloomberg 
L.P. Copyright © 2012. All rights reserved. 



IN 

W. L. Gore, best known for its durable Gore-Tex outdoor fabric, has innovated breakthrough new 
products in a number of diverse areas - guitar strings, dental floss, medical devices and fuel 
cells. It has adopted several principles to guide its new product development. First, it works with 
potential customers. Its thoracic graft, designed to combat heart disease, was developed in close 
collaboration with physicians. Second, it lets employees choose projects and appoints few of its 
actual product leaders and teams. Gore likes to nurture 'passionate champions’ who convince 
others a project is worth their time and commitment. The development of the fuel cell rallied over 
100 of the company’s 6,000 research associates. Third, Gore gives employees ‘dabble’ time. All 
research associates spend 1 0 per cent of their work hours developing their own ideas. Promising 
ideas are pushed forward and judged according to a ‘Real, Win, Worth’ exercise: Is the oppor- 
tunity real? Can we win? Can we make money? Fourth, it knows when to let go. Sometimes dead 
ends in one area can spark an innovation in another. Elixir acoustic guitar strings were a result 
of a failed venture into bike cables. Even successful ventures may need to move on. Glide shred- 
resistant dental floss was sold to Procter & Gamble because Gore-Tex knew that retailers would 
want to deal with a company selling a whole family of health care products. 13 



W. L. Gore 
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Table 15.2 Kodak CEO Antonio Perez’s seven notions of innovation 



1 See the future through the eyes of your customer. 

2 Intellectual property and brand power are key assets. 

3 Use digital technology to create tools for customers. 

4 Build a championship team, not a group of champions. 

5 Innovation is a state of mind. 

6 Speed is critical, so push your organisation. 

7 Partner up if you’re not the best in something. 



Source: Based on S. Hamm and W. C. Symonds (2006) Mistakes made on the 
road to innovation, BusinessWeek IN Inside Innovation, November, 27-31. 



Companies that fail to develop new products put themselves at risk. Their existing 
products are vulnerable to changing customer needs and tastes, new technologies, short- 
ened product life cycles and increased domestic and foreign competition. New technol- 
ogies are especially threatening. Kodak has worked hard to develop a new business 
model and product-development processes that work well in a digital photography 
world. Its new goal is to do for photos what Apple does for music by helping people 
to organise and manage their personal libraries of images. Table 15.2 displays the com- 
pany’s philosophy of innovation and transformation. 

New product success 

Most established companies focus on incremental innovation. Incremental innovation 
can allow companies to enter new markets by adapting existing market offerings for new 
customers, use variations on a core product to stay one step ahead of the market, and 
create interim solutions for industry-wide problems. 14 

Newer companies create disruptive technologies that are cheaper and more likely to 
challenge the competitive space. Established companies can be slow to react or to invest 
in these disruptive technologies because they threaten their existing business. As a result 
they may find themselves facing formidable new competitors, and many fail. 15 To avoid 
this trap, firms must carefully monitor the preferences of both customers and potential 
customers to discover new viable market opportunities. 16 

What else can a company do to develop successful new products? In a study of US 
industrial products, the new products specialist agency Cooper & Kleinschmidt found 
that the main success factor was a unique, superior product. Another key factor is a well- 
defined product concept. The company carefully defines and assesses the target market, 
product requirements and benefits before proceeding. Other success factors are techno- 
logical and marketing synergy, quality of execution in all stages, and market attractiveness. 

The study also found that products designed solely for the domestic market tend to show 
a high failure rate, low market share and low growth. On the other hand, products designed 
for foreign markets achieved significantly better profits. Yet few of the new products in their 
study were designed specifically for export markets. A study of small and medium-sized 
firms in Finland, Germany, Japan, South Korea and South Africa found that committed man- 
agement leadership resulted in significant success in foreign markets. The implication is that 
companies should adopt an international focus in designing and developing new products. 17 

New product failure 

New product development can be risky. New products continue to fail at a disturbing rate. 
Recent studies put the rate as high as 50 per cent and potentially as high as 95 per cent in 
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Table 15.3 Causes of new product failure 



1 Market/marketing failure 

• Small size of the potential market 

• No clear product differentiation 

• Poor positioning 

• Misunderstanding of customer needs 

2 Financial failure 

• Low return on investment 

3 Timing failure 

• Late in the market 

• ‘Too early’ - market not yet developed 

4 Technical failure 

• Product did not work 

• Bad design 

5 Organisational failure 

• Poor fit with the organisation’s culture 

• Lack of organisational support 

6 Environmental failure 4 

• Government regulations 

• Macroeconomic factors 



Source: D. Jain (2001) Managing new-product development for strategic 
competitive advantage, in D. lacobucci (ed.), Kellogg on Marketing, New 
York: Wiley, Table 6.1, p. 131. Reproduced with permission. 



the United States and 90 per cent in Europe. 18 Failure can result for many reasons: ignored 
or misinterpreted market research; overestimates of market size; high development costs; 
poor design; incorrect positioning, ineffective advertising or wrong pricing; insufficient dis- 
tribution support; and competitors that retaliate fiercely. Some additional factors hindering 
new product development are: 

• Shortage of important ideas in certain areas. There may be few ways left to improve 
some basic market (such as steel or detergents). 

• Fragmented markets. Companies must aim their new products at smaller market seg- 
ments, and this can mean lower sales and profits for each product. 

• Social and governmental constraints. New products must satisfy consumer safety and 
environmental concerns. 

• Cost of development. A company must typically generate many ideas to find just one 
worthy of development and often faces high R & D, manufacturing and marketing 
costs. 

• Capital shortages. Some companies with good ideas cannot raise the funds needed to 
research and launch them. 

• Shorter required development time. Companies must learn how to compress devel- 
opment time by using new techniques, strategic partners, early concept tests and 
advanced marketing planning. 

• Shorter product life cycles. When a new product is successful, rivals are quick to copy it. 
Sony used to enjoy a three-year lead on its new products. Now Matsushita will copy the 
product within six months, barely leaving time for Sony to recoup its investment. 

• Hostile reception by the media. Coca-Cola successfully launched a new brand of mineral 
water in the United States called Dasani but failed to gain any success in the United King- 
dom and was forced to withdraw the product from all distribution outlets. The media 
criticised Dasani as being ‘rebottled tap water’ following the broadcast of an episode 
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of the UK TV hit comedy programme Only Fools and Horses , which featured the lead 
character filling bottles from tap water and branding the product as ‘Peckham Springs’. 

Failure comes with the task, and truly innovative firms accept it as part of what is required 
to be successful (see the chapter-opening vignette). Many web companies are the result 
of failed business ventures and experience numerous failed initiatives as they evolve their 
products and services. 

Initial failure is not always the end of the road for an idea. Recognising that 90 per 
cent of experimental drugs fail, ethical pharmaceutical companies have established a 
corporate culture that looks at failure as an inevitable part of discovery, and its scientists 
are encouraged to look for new uses for compounds that fail at any stage in a human 
clinical trial. 19 



Organisational arrangements 

(See also Chapters 3 and 21.) 

Many companies use customer-driven engineering to design new market offerings. This 
strategy attaches high importance to incorporating customer value preferences in the final 
design. 



Xerox 

Xerox traditionally developed new products as many firms did in the past: come up with 
an idea, develop a prototype, and get some consumer feedback. When Xerox research- 
ers first came up with the idea for a dual-engine commercial printer, it decided to first 
go straight to the consumer to collect feedback before even developing any prototypes. 
Lucky it did. Although the Xerox team thought customers would want a second engine for 
special purposes, the fact that the second engine would be a back-up if the main engine 
failed turned out to be the biggest draw. In introducing the dual-engine Nuvera 288 
Digital Perfecting System in April 2007, 'customer-led innovation' was cited as a critical 
driver. Xerox now believes in brainstorming, or ‘dreaming with the customer’, by combin- 
ing company experts who know technology with customers who know the problem areas 
and what the most valuable product features can be. In addition, scientists and engineers 
are encouraged to meet face to face with customers, in some cases working on-site for a 
few weeks to see how customers interact with products. 20 




Xerox s popular new dual-engine printer was a response to customers’ feedback on the value 
of a commercial printer with a back-up engine. 

Source: Courtesy of the Xerox Corporation. 
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Unilever 



Unilever champions innovation to widen consumer choice and thus give it a consistent 
competitive edge. Unilever's R & D test kitchen in the Netherlands is one of its centres of 
culinary expertise. Its chefs create ideas for new products, recipes and product demon- 
strations for its Foodsolutions professional catering business, as well as providing culinary 
training for employees. The company aims to provide consumers with choice in terms of 
product varieties, such as low-fat and low-sugar versions of its ice creams, and low-fat 
versions of its margarines. Unilever also invests in developing new products with added 
health and nutrition benefits. 

The work is led by the Unilever Food and Health Research Institute, which employs 
around 450 scientific staff and collaborates with external experts on product inno- 
vation and enhancement. The Institute is part of the company’s wider commitment 
to research and development across both its Foods and Home and Personal Care 
categories. Around 6,000 Unilever scientists and product developers work on the 
discovery and development of new ingredients and processes for products that 
provide proven benefits in nutrition, hygiene and personal care for consumers while 
minimising environmental impacts. In 2007, Unilever invested €868 million in R & D, 
equivalent to 2.2 per cent of sales. 

Here are some examples of recent innovations. 



Knorr Vie - increasing fruit and vegetable intake 

People the world over do not eat enough fruit and vegetables. The World Health Organiza- 
tion and the UN Food and Agriculture Organization recommend a minimum intake of 
400 g/day, but the average is only 100 g/day in developing countries and around 300 g/ 
day in the western world. In 2005 Unilever launched Knorr Vie in Europe, a smoothie-style 
shot made from concentrated vegetable and fruit juices without any additives. In a 1 00 ml 
bottle, it provides half the recommended daily intake of fruit and vegetables. Sales of 
Knorr Vie fruit and vegetable shots continue to grow, increasing by 67 per cent with around 
162 million bottles sold in Europe in 2007. 



Ice cream - a choice 

Unilever invests around €50 million in ice cream R & D each 
year, and 40 per cent of this is now devoted to opportunities 
in the fast-growing health and wellness sector. Ice cream is 
primarily about pleasure and indulgence, but eaten sensibly 
it can form part of a nutritionally balanced diet. The company 
provides a broad range of options, with light, low-fat and 
no-sugar-added versions. Many brands, such as Cornetto and 
Magnum, are available in snack size, too, to help with calorie 
control. Moo is a range of children's ice creams based on the 
goodness of milk, with each ice cream containing as much 
calcium as in 100 ml of milk. Since 2006, most of Unilever’s ice 
creams have been labelled with the values for eight nutrients, 
including energy, protein, fat and sugars. 

After successful test marketing in Belgium and Ireland in 
2006, Frusi, Unilever’s frozen yogurt brand, has been rolled out 
in France, Italy, the United Kingdom and the Netherlands. Frusi 
contains 110 calories or less per 100 ml pot and just 2.4 g of fat. 
Each pot also provides 50 per cent of the recommended daily 
allowance of vitamin C. The Solero range of products is made with 
fruit juice and fruit pieces and has a maximum of 99 kilo calories 
per product. 

The company has also developed non-dairy alternatives for ice 
cream, such as Carte d’Or, Soy and Ades ice creams. 
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Becel/Flora pro-activ - improving heart health 

According to the World Health Organization, heart disease is the principal cause of 
premature death worldwide. Reducing cholesterol is key to minimising the risks of 
heart disease. Since 2003 the company has worked in partnership with the World Heart 
Federation and national groups to promote heart health. Becel/Flora's Love your Heart 
campaign focuses on raising awareness and has distributed 4.5 million heart health 
leaflets to consumers and health professionals. It also offers free cholesterol testing, 
for example in Greece, where 25,000 people have been tested. Becel/Flora pro-activ was 
originally launched as a spread to help people reduce cholesterol levels - it is proven 
to lower blood cholesterol levels by 10-15 per cent. The healthy heart foods market is 
growing fast and the pro-activ range has been extended to include milk drinks and yogurt 
products. Between 2003 and 2005 sales of pro-activ grew by 40 per cent and it now 
reaches over 13 million households. 

Source: Adapted from Unilever website: www.unilever.com/ourvalues/environment-society/ 

sustainabledevelopment-report/nutrition-hygiene-wellbeing/nutrition/innovation.asp?print=true. 

Reproduced with kind permission of Unilever PLC and group companies. 
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New product development requires senior management to define business domains, 
product categories and specific criteria for success. Most importantly, they need to be 
willing to devote significant financial and management support over the medium to long 
term. For example, Siemens VAI, one of the largest metallurgical firms in the world, took 
12 years to develop COREX, a direct reduction technology for iron production that cuts 
costs and improves the production environment. 



Budgeting for new product development 

Senior management also need to decide how much to budget for new product devel- 
opment. R & D outcomes are so uncertain that it is difficult to use normal investment 
criteria. Some companies solve this problem by financing as many projects as possible, 
hoping to achieve a few winners. Other companies apply a conventional percentage- 
of-sales figure or spend what the competition spends. Still other companies decide how 
many successful new products they need and work backwards to estimate the required 
investment. In either case, new product development is an expensive activity as several 
ideas need to be generated and screened for their potential in order to identify one 
strong runner. 

Success rates vary. Inventor Sir James Dyson claims he made 5,127 prototypes of his 
bagless, transparent vacuum cleaner before finally achieving success. However, he does 
not regret his failures: If you want to discover something that other people haven’t, you 
need to do things the wrong way . . . watching why that fails can take you on a completely 
different path.’ Toshiba had great expectations of leading the way when it launched its 
cutting-edge, high-definition TV in 2007 but by early 2008 that had been comprehensively 
outsold by the Sony-developed Blu-ray system. 21 



Organising new product development 

Companies handle the organisational aspect of new product development in several 
ways. Many assign responsibility for new ideas to product managers . However, product 
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managers are often so busy managing existing lines that they give little thought to new 
projects other than line extensions. 22 They also lack the specific skills and knowledge 
needed to develop and critique potential new products. Some companies have a high-level 
management committee charged with reviewing and approving proposals. Large com- 
panies often establish a new product development department headed by an executive 
who has direct access to top management. The department’s major responsibilities include 
generating and screening new ideas, working with the R & D department, and carrying 
out field testing and final marketing. 



Adobe Systems, Inc. 

A developer of software solutions for graphic designers and publishers, Adobe established 
a task force in 2004 to identify all the obstacles that company innovators faced in trying to 
develop new products. The team found that the corporate hierarchy resisted ideas need- 
ing a new sales channel, new business model or even new packaging, and the company 
had grown so large that ideas originating in branch offices were not getting a fair hear- 
ing. The company then established a New Business Initiatives Group that holds quarterly 
Adobe Idea Champion Showcases. About 20 product managers and other employees 
(except top executives, who are barred from the proceedings) watch as potential employee- 
entrepreneurs give brief presentations and Q & A sessions. The ideas are vetted by Adobe 
entrepreneurs-in-residence, but even one who is turned down can still get a hearing on the 
company’s brainstorming site. Since the new initiative was formed, the event has become 
extremely popular within Adobe. 23 



Some companies assign new product development work to venture teams, cross-functional 
groups charged with developing a specific product or business. These ‘intrapreneurs’ are 
relieved of their other duties and given a budget, time frame and ‘skunkworks’ setting. 
C Skunkworks are informal workplaces, sometimes garages, where intrapreneurial teams 
attempt to develop new products.) 

Cross-functional teams can collaborate and use concurrent new offering development 
to push new offerings to market. 24 Concurrent product development resembles a football 
match, with team members passing the new market offering back and forth as they head 
towards the goal. 

Many top companies use the stage-gate system to manage the innovation process. 25 
The system enables companies to strike a considered balance between entrepreneurial 
creativity and business acumen. They divide the process into stages, at the end of each 
being a gate or checkpoint. The project leader, working with a cross-functional team, 
must bring a set of known deliverables to each gate before the project can pass to the 
next stage. To move from the business plan stage into offering development requires a 
convincing market research study of consumer needs and interests, a competitive analy- 
sis and a technical appraisal. Senior managers review the criteria at each gate to make 
one of four decisions: go, kill, hold or recycle. Stage-gate systems make the innovation 
process visible to all involved and clarify the project leader’s and team’s responsibilities 
at each stage. 26 

The stages in the new product development process are shown in Figure 15.1. Many 
firms have parallel sets of projects working through the process, each at a different stage. 
Think of the process as a funnel, a large number of initial new product ideas and concepts 
are winnowed down to a few high-potential products that are ultimately launched. How- 
ever, the process is not always linear. Many firms use a spiral development process that 
recognises the value of returning to an earlier stage to make improvements before moving 
forward. 27 
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Figure 15.1 The new product development decision process 



Managing the development 
process I: ideas 

Process stages 

Introducing a new product to the marketplace requires a firm to manage three process 
activities: 



To learn more about the 
extension of Richard’s Branson’s Virgin 
umbrella brand into Virgin Media, 
set up as rival to Rupert Murdoch’s 
BSkyB, visit www.pearsoned.co.uk/ 
marketingmanagementeurope. 



managing idea generation and screening; 

managing activities as selected ideas develop from concepts to strategy, 
paying particular attention to concept development and timing, market- 
ing strategy development and business analysis; 
managing the introduction of the new product to the marketplace with 
particular reference to product development, market testing and com- 
mercialisation. 



Idea generation 



The new product development process starts with the search for ideas. Some marketing 
experts believe the greatest opportunities and best advantages with new products are 
found by uncovering the best possible set of unmet customer needs or technological 
innovations. 28 
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and developed from ideas to products that are capable of being marketed have to meet 
real customer needs if they are to become innovations. Innovation is the first practical 
application of a new mode of thought that can generate a better solution to an existing 
need (for example, the invention and subsequent commercialisation of electric washing 
machines revolutionised domestic clothes washing) or completely transform traditional 
practices (in the way mobile phones have done). 

In many ways the days of the mad inventor have given way to the age of innovation, 
and existing ideas are being improved and applied more efficiently to meet known and 
perceived customer needs. New presentations of existing technology through clever design 
are increasingly capturing customers’ attention and becoming ‘must-have’ items. The tech- 
nology behind the Apple iPod is not that new. What makes it a successful new product 
is how the technology is packaged — in other words, the design and the marketing skills. 

Ideas can come from interacting with various groups and using creativity-generating 
techniques (see the marketing memo). 

Interacting with others 

Encouraged by the open innovation movement, many firms are increasingly going outside 
the company to gather sources of new ideas, 29 including customers, employees, scientists, 
engineers, channel members, marketing agencies, top management and even competitors. 

A true innovation is a product which brings a new solution to consumers’ problems 
by offering more customer-perceived value than the usual solution or by offering a totally 
different conceptual solution. A better conventional vacuum cleaner or the Dyson DC25 
roller ball Model? The Dyson engineers are seeking to make the company’s vacuum 
machines smaller and easier to handle while keeping and if possible improving on their 
performance. The Gallup Organisation has produced a series of audits or Innobarometers 
to assist the EU civil service and politicians to audit the degree of innovation evident 
within the EU member states. The Innobarometer 2009 researched ‘the experience of 
European managers in innovative activities’. It sought to discover the degree of ‘innovative 
readiness in Europe’. 



Marketing memo 




Ten ways to find great 
new product ideas 

1 Run informal sessions where groups of customers 
meet with company engineers and designers to dis- 
cuss problems and needs and brainstorm potential 
solutions. 

2 Allovv time off - scouting time - for technical 
people to discuss their own pet projects. 

3 Make a customer brainstorming session a stand- 
ard feature of plant tours. 

4 Survey your customers: find out what they like and 
dislike in your and your competitors' products. 

5 Encourage spontaneous ideas and hold idea- 
generating away-day meetings with key customers. 

6 Use iterative rounds: a group of customers in one 
room, focusing on identifying problems; and a group 
of technical people in the next room, listening and 



brainstorming solutions. Immediately test proposed 
solutions with the group of customers. 

7 Set up a keyword search that routinely scans trade 
publications in multiple countries for new offering 
announcements. 

8 Treat trade shows as intelligence missions, where 
you view all that is new in your industry under one 
roof. 

9 Have your technical and marketing people visit 
your suppliers’ labs and spend time with their 
technical people - find out what's new. 

10 Set up an ideas workshop, and make it open and 
easily accessed. Allow employees to review the 
ideas and add constructively to them. 



Source: Adapted from R. Cooper (1998) Product Leadership: Creat- 
ing and Launching Superior New Products, New York: Basic Books. 
Copyright © 1998 Robert G. Cooper. Reprinted by permission of 
Basic Books, a member of the Perseus Books Group. 
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The research showed that only 10 per cent of the EU-15 companies surveyed were 
deemed to be ‘highly innovative’ with over half of their turnover being generated by new 
products and services. Twice this percentage were found to be ‘non-innovator’ companies. 
A country-by-country comparison reveals Portugal, the United Kingdom and Spain as hav- 
ing the highest proportion of innovative companies, while Belgium, Greece and France 
have the most non-innovator companies. 

The latest 2009 Innobarometer survey focused on innovation spending. Table 15.4 presents 
some summary data showing how some of the long-standing members of the EU have altered 
their expenditure on innovation as a result of the economic downturn. Based on the Summary 
Innovation Index, the EU member states fall into the following four groupings: 

• Group 1: Denmark, Finland, Germany and Sweden all show a performance above that 
of the EU-27. These countries are the innovation leaders. 

• Group 2: Austria, Belgium, Cyprus, Estonia, France, Ireland, Luxembourg, Netherlands, 
Slovenia and the UK all show a performance close to that of the EU-27. These countries 
are innovation followers. 

• Group 3: The performance of the Czech Republic, Greece, Hungary, Italy, Malta, 
Poland, Slovakia and Spain is below that of the EU-27. These countries are moderate 
innovators. 

• Group 4: The performance of Bulgaria, Latvia, Lithuania and Romania is well below 
that of the EU-27. These countries are classified as catching-up countries. 

Customer needs and wants are the logical place to start the search for new ideas. 
One-to-one interviews and focus group discussions can explore needs and reactions. 
Griffin and Hauser suggest that conducting 10-20 in-depth experiential interviews per 
market segment often uncovers the vast majority of customer needs. 30 But many additional 
approaches can be profitable (see the marketing memo on p. 624). 

The traditional company-centric approach to innovation is giving way to a world in 
which companies co-create products with customers. 31 Companies are increasingly turning 
to ‘crowd sourcing’ to generate new ideas and to create consumer-generated marketing 
campaigns. Crowd sourcing means inviting the internet community to help create content 
or software, often with prize money or a celebratory moment involved. This strategy has 
helped create new offerings and companies such as Wikipedia and Google’s popular 
video website YouTube. 

Regular users of a product can be a good source of input when they innovate without 
the consent or even the knowledge of the companies that produce them. Mountain bikes 
developed as a result of young people taking their bicycles up to the top of a mountain 
and riding down. When the bicycles broke, the young riders began building more durable 
machines and adding such things as motorcycle brakes, improved suspension and access- 
ories. The young cyclists, not the companies, developed these innovations. Some compa- 
V' ; nies > Particularly those that want to appeal to young consumers, bring the lead users into 
their product design process. 32 

Technical companies can learn a great deal by studying customers who make the most 
advanced use of the company’s products and who recognise the need for improvements 
before other customers do. Employees throughout the company can be a source of ideas 
for improving production, and development of new products and services. Toyota claims its 
employees submit 2 million ideas annually (about 35 suggestions per employee), over 85 per 
cent of which are implemented. Many firms, such as Kodak and Oticon, the Danish hearing 
aid company, give monetary, holiday or other recognition awards to employees who submit 
the best ideas. Nokia inducts engineers with at least ten patents into its ‘Club 10’, recognising 
them each year in a formal awards ceremony hosted by the company’s CEO. 33 

A company can motivate its employees to submit new ideas to an idea manager whose 
name and phone number are widely circulated or by means of the traditional suggestion 
box. Internal brainstorming sessions also can be quite effective - if they are conducted 
correctly. The marketing memo on p. 625 provides some brainstorming guidelines. 
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Marketing insight 




Reckitt Benckiser’s connect- 
and-develop approach to 
innovation 



target consumers in specific areas. Then we 
screen them. We go through literally thousands 
of ideas every quarter. Then we ask consumers 
about the ideas. 





Since its creation in 1999 through the merger of the UK’s 
Reckitt & Colman and Benckiser of Germany, although 
listed on the Netherlands' stock exchange, profits almost 
doubled by 2004 and the share price has more than dou- 
bled since the start of the millennium. In 2006 revenues 
of €6.5 billion were achieved together with profits of 
€910 million. The company has achieved this by foster- 
ing an innovative approach which has developed several 
new products that customers never knew they needed. 
So where do these ideas come from? According to the 
company’s chief executive during this period, Bart Becht: 

Consumers will generally not come up with the 

next innovation. So we try to have ideas that 



This relentless quest to find and exploit new market 
offering/product ideas generated over 35 per cent of the 
company’s sales between 2004 and 2007. To ensure that 
consumers know about these ideas Reckitt Benckiser 
spends over 12 per cent of its entire revenue on media 
and significantly more when other aspects of marketing 
are included such as education programmes, marketing 
to professionals and PR. The company aims to double its 
sales by 2012 and double its profit margins to more than 
30 per cent. 

The key word, never omitted from any Reckitt 
Benckiser presentation, is ‘powerbrands’. In Febru- 
ary 2008 there were 18 such brands - the best known 
in Britain being Veet hair remover, Dettol, Nurofen, 
Strepsils, Calgon, Vanish, Woolite, Cillit Bang, Harpic, 
Finish, AirWick, Lemsip and Gaviscon. 

An important contributor to the company’s success 
has been its development of a strong innovative cul- 
ture across all of its branded offerings. The company 
seeks to generate 40 per cent of its revenues from 
market offerings/products launched in the previous 
three years. Its culture values swift decision mak- 
ing, innovation and a focus on financial results. Man- 
agers’ pay is closely linked to individual performance 
and - to foster teamwork - to that of their colleagues. 

Cillit Bang is a good example of well-known technol- 
ogy that has been given a new set of clothes and a clever 
slogan which most people remember. 



For Hygienic 
Clean Skin 
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Two of Reckitt Benckiser brands that are markedly imaginative: Cillit Bang ‘ . . . and the dirt is 
gone!’ and ‘Dettol kills all known germs stone dead!’ 

Source: Courtesy of Reckitt Ipenckiser Group pic. 



Sources: M. Urry (2008) Reckitt’s strongly flavoured essence, Financial Times, 21 January; Cleaning up, The Economist, 14 February 
2008; B. Laurence (2008) Reckitt Benckiser cleans up with research to boost global sales, Sunday Times, 17 February. 
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Table 15.4 Innovation in Europe: expenditure on innovation, 2006-8 



Country 


% decreased 


% increased 


No change 


Belgium 


9.3 


40.2 


50.5 


Denmark 


10.4 


35.3 


54.4 


Germany 


5.3 


43.1 


51.6 


Greece 


15.0 


45.7 


39.2 


Spain 


11.1 


28.8 


60.0 


France 


7.0 


35.3 


57.7 


Ireland 


14.9 


30.8 


54.3 


Italy 


13.4 


35.8 


50.8 


Luxembourg 


6.6 


31.6 


61.8 


Netherlands 


8.7 


35.5 


55.7 


Austria 


5.8 


40.8 


53.4 


Portugal 


14.0 


37.2 


48.8 


Finland 


6.4 


42.7 


50.9 


Sweden 


5.8 


54.2 


40.0 


United Kingdom 


9.6 


32.9 


57.5 


EU-15 


9.6 


38.0 


52.4 



Source: Adapted from Flash EB No. 267 - 2009 Innobarometer. 



Companies can find good ideas by researching the market offerings of competitors and 
other companies. They can find out what customers like and dislike about competitors’ 
products. They can buy their competitors’ products, take them apart, and build better 
ones. Company sales representatives and intermediaries are a particularly good source of 
ideas. These groups have first-hand exposure to customers and are often the first to learn 
about competitive developments. 



Marketing memo 



Seven ways to draw new ideas 
from your customers 

1 Observe how your customers are using your 
products. 

2 Ask your customers about their problems with 
your products. 

3 Ask your customers about their dream goods. 
Ask your customers what they want your product 
to do, even if the ideal sounds impossible. 

4 Use a customer advisory board to comment 
on your company's ideas. 

5 Use websites for new ideas. Companies can use 
specialised search engines to find blogs and post- 
ings relevant to their businesses. 



6 Form a brand community of enthusiasts 

who discuss your offerings. Sony engaged 
in collaborative dialogues with consumers to 
codevelop Sony's PlayStation 2. LEGO draws on 
children and influential adult enthusiasts for 
feedback on new product concepts in the early 
stages of development. 

7 Encourage or challenge your customers 

to change or improve your products. BMW 

posted a toolkit on its website to let customers 
develop ideas using telematics and in-car online 
services. 



Source: From an unpublished paper, P. Kotler (2007) Drawing 
new ideas from your customers. 
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Marketing memo 




How to run a successful creative 
problem-solving session 

Group creative problem-solving (CPS) sessions have 
much to recommend them, but also some drawbacks. If 
carried out incorrectly, they can frustrate and antagon- 
ise participants; if carried out correctly, however, they 
can create insights, ideas and solutions that would 
have been impossible without everyone’s participation. 
To ensure success, experts recommend the following 
guidelines: 

1 There should be a trained facilitator to guide the 
session. 

2 Participants must feel that they can express them- 
selves freely. 

3 Participants must see themselves as collaborators 
working towards a common goal. 



4 Rules need to be set up and followed, so conver- 
sations do not stray. 

5 Participants must be given proper background 
preparation and materials so that they can get into 
the task quickly. 

6 Individual sessions before and after the CPS work- 
shop can be useful to think and learn about the 
topic ahead of time as well as to reflect afterwards 
on what happened. 

7 CPS sessions must lead to a clear plan of action 
and implementation, so the ideas that materialise 
can provide tangible value. 

8 CPS sessions can do more than just generate 
ideas - they can help build teams and leave par- 
ticipants better informed and energised. 



Source: Based on L. Tischler (2007) Be creative: you have 
30 seconds, Fast Company, May, 47-50. 



Top management can be another major source of ideas. Some company leaders, such 
as the former CEO of Intel, take personal responsibility for technological innovation in 
their companies. Ideas can come from inventors, patent lawyers, university and com- 
mercial laboratories, industrial consultants, advertising agencies, marketing research firms 
and industrial publications. However, although ideas can flow from many sources, their 
chances of receiving serious attention often depend on whether the company has a formal 
screening system and new offering responsibility. 

Table 15.5 summarises data from the 2009 Innovator report on actions taken by com- 
panies to integrate activities in support of innovation by the EU-15 countries. 

Creativity techniques 

The following list presents a sample of techniques for stimulating creativity in individuals 
and groups . 34 

• Attribute listing. List the attributes of an object, such as a screwdriver. Then modify 
each attribute, such as replacing the wooden handle with plastic, providing torque 
power, adding different screw heads, and so on. 

• Forced relationships. List several ideas and consider each in relation to each other one. 
In designing new office furniture, for example, consider a desk, bookcase and filing 
cabinet as separate ideas. Then imagine a desk with a built-in bookcase or a desk with 
built-in files or a bookcase with built-in files. 

• Morphological analysis. Start with a problem, such as ‘getting something from one 
place to another via a powered vehicle’. Now think of dimensions, such as the type 
of platform (cart, chair, sling, bed), the medium (air, water, oil, rails), and the power 
source (compressed air, electric motor, magnetic fields). By listing every possible com- 
bination, many new solutions can be generated. 

• Reverse assumption analysis. List all the normal assumptions about an entity and then 
reverse them. Instead of assuming that a restaurant has menus, charges for and serves 
food, reverse each assumption. The new restaurant may decide to serve only what the 
chef bought that morning and cooked; it may provide some food and charge only for 
how long the person sits at the table; or it may design an exotic atmosphere and rent 
out the space to people who bring their own food and beverages. 
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'I've got a great idea!’ 




'It won’t work here.' 




'We’ve tried it before.' 




'This isn’t the right time.' 
'It can’t be done.' 

9 

'It’s not the way 
we do things.’ 

9 

'We’ve done all 
right without it.’ 

9 

'It will cost too much.' 




'Let’s discuss it at 
our next meeting.' 

Figure 15.2 Forces 
fighting new ideas 

Source: Jerold Panas, 
Young & Partners. 
Reproduced with 
permission. 




Table 15.5 Integration activities in support of innovation in the EU-15 



Creation of 
cross-functional 
or cross- 







Internal mechanisms 


Staff rotations 


departmental 




Knowledge 


for employees to 


or secondments 


teams on 




management 


submit innovative 


between different 


innovation 


Country 


systems 


ideas 


functions 


projects 



Belgium 


34.9 


45.6 


40.2 


35.2 


Denmark 


34.7 


43.9 


51.1 


45.1 


Germany 


24.7 


52.3 


28.7 


44.8 


Greece 


48.4 


42.8 


38.0 


28.4 


Spain 


47.1 


53.6 


51.5 


45.0 


France 


37.8 


49.1 


39.6 


22.8 


Ireland 


41.3 


45.7 


45.5 


51.7 


Italy 


24.0 


38.2 


48.4 


26.8 


Luxembourg 


44.8 


55.9 


52.2 


33.6 


Netherlands 


32.8 


39.3 


29.6 


33.8 


Austria 


31.5 


53.7 


42.7 


45.8 


Portugal 


48.5 


43.6 


51.6 


36.2 


Finland 


55.4 


40.7 


53.4 


45.6 


Sweden 


30.9 


50.5 


47.0 


29.3 


United Kingdom 


40.2 


35.2 


34.2 


37.9 



Source: Adapted from Flash EB No. 267 - 2009 Innobarometer. 



A cyber cafe: cafeteria + internet 
Source: image 100/Corbis. 
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New contexts. Take familiar processes, such as people-helping services, and put 
them into a new context. Imagine helping dogs and cats instead of people with day- 
care service, stress reduction, psychotherapy, animal funerals, and so on. As another 
example, instead of sending hotel guests to the front desk to check in, greet them at 
kerb side and use a wireless device to register them. 

• Mind mapping. Start with a thought, such as a car, write it on a piece of paper, then 
think of the next thought that comes up (say Mercedes); link it to car, then think of 
the next association (Germany); and do this with all associations that come up with 
each new word. Perhaps a whole new idea will materialise. 

Increasingly, offering ideas arise from lateral marketing that combines two value concepts 

or ideas to create a new offering. Here are some successful examples: 

• petrol station shops = petrol stations + food 

• cyber cafes = cafeteria + internet 

• cereal bars = cereal + snacking 

• Kinder Surprise = confectionery + toy 

• Sony Walkman = audio + portable. 



Idea screening 

In screening ideas the company must avoid two types of error. A DROP-error occurs when 
the company dismisses a good idea. It is extremely easy to find fault with other people’s 
ideas (see Figuse 15.2). Some companies shudder when they look back at ideas they dis- 
missed or breathe sighs of relief when they realise how close they came to dropping what 
eventually became a huge success. This was the case with the hit television show Friends. 



Friends 




An idea that did not get off the 
storyboard was the pilot for 
Friends, one of the longest- 
running hit comedies on 
television. Dismissing an idea 
that later proves successful is 
a marketer’s nightmare and is 
called a DROP error. 

Source: Warner Brothers TV/ 
Bright/Crane Pro/The Kobal Col- 
lection/Chris Haston. 
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The US NBC situation comedy Friends enjoyed a ten-year run from 1994 to 2004 as a 
perennial ratings powerhouse. But the show almost did not see the light of day. According 
to an internal NBC research report, the pilot episode was described as ‘not very entertain- 
ing, clever or original’ and was given a failing grade, scoring 41 out of 100. Ironically, the 
pilot for an earlier hit sit-com, Seinfeld , was also rated ‘weak’, although the pilot for the 
medical drama ER scored a healthy 91 . Courtney Cox’s Monica was the Friends character 
who scored best with test audiences, but characters portrayed by Lisa Kudrow and Mat- 
thew Perry were deemed to have marginal appeal, and the Rachel, Ross and Joey charac- 
ters scored even lower. Adults 35 and over in the sample found the characters as a whole 
'smug, superficial and self-absorbed’. 35 



Friends was a substantial success in the United Kingdom but another US comedy 
import, Pushing Daisies , while a success in the United States, obtained poor viewing 
figures elsewhere. 

A GO-error occurs when the company permits a poor idea to move into development 
and commercialisation. An absolute product failure loses money; its sales do not cover 
variable costs. A partial product failure loses money, but its sales cover all its variable 
costs and some of its fixed costs. A relative product failure yields a profit lower than the 
company’s target rate of return. 

The purpose of screening is to drop poor ideas as early as possible. The rationale 
is that development costs rise substantially with each successive development stage. 
Most companies require ideas to be described on a standard form for a review. The 
description states the idea, the target market and the competition, and roughly esti- 
mates market size, product price, development time and costs, manufacturing costs 
and rate of return. 

The executive committee then reviews each idea against a set of criteria. Does the prod- 
uct meet a need? Would it offer superior in-use value? Can it be distinctively advertised? 
Does the company have the necessary know-how and capital? Will the new product deliver 
the expected sales volume, sales growth and profit? Consumer input may be necessary to 
tap into marketplace realities. 36 

Management can rate the surviving ideas using a weighted-index method such as that 
in Table 15.6. The first column lists factors required for successful product launches, and 
the second column assigns importance weights. The third column scores the product idea 
on a scale from 0 to 1.0, with 1.0 the highest score. The final step multiplies each factor’s 
importance by the product score to obtain an overall rating. In this example, the product 
idea scores 0.69, which places it in the ‘good idea’ level. The purpose of this basic rating 
device is to promote systematic evaluation and discussion. It is not supposed to make the 
decision for management. 



Table 15.6 Product-idea rating device 



Product success requirements 


Relative weight (a) 


Product score |b) 


Product rating 
|c) = la) x (b| 


Unique or superior product 


0.40 


0.8 


0.32 


High performance-to-cost ratio 


0.30 


0.6 


0.18 


High marketing euro support 


0.20 


0.7 


0.14 


Lack of strong competition 


0.10 


0.5 


0.05 


Total 


1.00 




0.69 a 



a Rating scale: .00- 30 poor; .31-. 60 fair; .61-. 80 good. Minimum acceptance rate: .61 
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As the idea moves through development, the company will constantly need to revise 
its estimate of the product’s overall probability of success, using the following formula: 



Overall 
probability of 
success 



Probability 
of technical 
completion 



Probability of 
commercialisation 
given technical 
completion 



Probability of 
x economic 
success given 
commercialisation 



For example, if the three probabilities are estimated as 0.50, 0.65 and 0.74, respectively, 
the overall probability of success is 0.24. The company must then judge whether this prob- 
ability is high enough to warrant continued development. 



Managing the development process II: 
concept to strategy 

Attractive ideas must be refined into testable product concepts. An idea is a possible 
product that the company might introduce to the market. A product concept is a statement 
of the idea expressed in customer-perceived value terms. 

Concept development and testing 

Concept development 

This can be illustrated by considering concept development as follows: a large food- 
processing company has the idea of producing a powder to add to milk to increase its 
nutritional value and taste. This is a product idea, but customers do not buy such ideas; 
they buy product concepts. 

A product idea can be turned into several concepts. The first question is: who will 
use this product? The powder can be targeted at infants, children, teenagers, young or 
middle-aged adults or older adults. Second, what primary benefit should this product pro- 
vide? Taste, nutrition, refreshment, energy? Third, when will people consume this drink? 
Breakfast, mid-morning, lunch, mid-afternoon, dinner, late evening? By answering these 
questions, a company can form several concepts: 

Concept 1: an instant breakfast drink for adults who want a quick, nutritious breakfast 
without preparation. 

• Concept 2. a tasty snack for children to drink as a midday refreshment. 

Concept 3: a health supplement for older adults to drink in the late evening before 
they go to bed. 

Each concept represents a category concept that defines the product’s competition. An 
instant breakfast drink would compete against bacon and eggs, breakfast cereals, coffee 
and pastry, and other breakfast alternatives. A tasty snack drink would compete against 
soft drinks, fruit juices, sports drinks and other thirst quenchers. 

Suppose the instant-breakfast-drink concept looks best. The next task is to show 
where this powdered product would stand in relationship to other breakfast products. 
Perceptual maps are a visual way to display consumer perceptions and preferences (see 
Chapter 10). They provide quantitative portrayals of market situations and how con- 
sumers see different market products, services and brands. By overlaying consumer pre- 
ferences with brand perceptions, marketers can reveal ‘holes’ or ‘openings’ that suggest 
unmet customer needs. 

Figure 15.3(a) uses the two dimensions of cost and preparation time to create a prod- 
uct-positioning map for the breakfast drink. An instant breakfast drink offers low cost and 



(a) Product-positioning map 
(breakfast market) 



Expensive 



• Bacon 
and eggs 


Cold 

cereal j 

• 


• Pancakes 

Hot 

cereal 


Instant « 
breakfast | 



Inexpensive 



(b) Brand-positioning map 
(instant breakfast market) 



High price per ounce 



•Brand C 




• 




Segment 3 


Segment 4 

• 


• Brand A 


Brand B 

• 


• 


• 


Segment 1 


Segment 2 



Low price per ounce 



Figure 15.3 Product and 
brand positioning 
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quick preparation. Its nearest competitor is cold cereal or breakfast bars; its most distant 
competitor is bacon and eggs. These contrasts can help communicate and promote the 
concept to the market. 

Next, the product concept becomes a brand concept (see Chapters 12 and 13). 
Figure 13.3(b) is a brand-positioning map , a perceptual map showing the current pos- 
itions of three existing brands of instant breakfast drinks (A-C), as seen by consumers. 
It can also be useful to overlay consumer preferences on to the map in terms of their 
current or desired preferences. Figure 15.3(b) also shows that there are four segments 
of consumers (1-4) whose preferences are clustered around the points displayed on 
the map. 

The brand-positioning map helps the company to decide how much to charge and how 
calorific to make its drink. Three segments (1-3) are well served by existing brands (A-C). 
The company would not want to position itself next to one of those existing brands, 
unless that brand is weak or inferior or market demand was high enough to be shared. 
As it turns out, the new brand would be distinctive in the medium-price, medium-calorie 
market or in the high-price, high-calorie market. There is also a segment of consumers 
(4) clustered fairly near the medium-price, medium-calorie market, suggesting that it may 
offer the greatest opportunity. 

Concept testing 

Concept testing involves presenting the product idea concept, symbolically or physically, 
to target consumers and getting their reactions. The more the tested concepts resemble 
the final market offering or experience, the more dependable concept testing is. Concept 
testing of prototypes can help avoid costly mistakes and can be especially challenging 
with radically different, innovative products. 37 In the past, creating physical prototypes 
was costly and time consuming, but today firms can use rapid prototyping to design prod- 
ucts on a computer, and then produce outline models to show potential customers for 
their reactions. Companies are also using virtual reality to test product concepts. Virtual 
reality programmes use computers and sensory devices (such as gloves or goggles) to 
simulate real-time experiences. 

Concept testing presents customers with a version of the product concept that they can 
experience. In the case of Concept 1 in the milk example, the expanded concept might 
look like this: 

The market product idea is a powdered mixture added to milk to make an instant break- 
fast that gives the person all the day's needed nutrition along with good taste and high 
convenience. The product comes in three flavours (chocolate, vanilla and strawberry) 
and individual packets, six to a box, at €5 a box. 

After receiving this information, researchers measure the new product dimensions by ask- 
ing customers to respond to the following types of question: 

1 Communicability and believability. Are the CPV benefits clear and believable? If the 
scores are low, the concept must be refined or revised. 

2 Need level. Does the proposed product solve a problem or fill a need? The stronger 
the need, the higher the expected customer and consumer interest. 

3 Gap level. Do any other products currently meet this need and are they satisfactory? 
The greater the gap, the higher the expected customer interest. Marketers can multiply 
the need level by the gap level to produce a need-gap score. A high score means the 
customer sees the proposed product as filling a strong need not satisfied by available 
alternatives. 

4 Customer-perceived value. Is the potential benefit of the proposed product (using 
the term product to mean a market offering that is a mix of tangible and intangible 
benefits) acceptable? The higher the value, the higher is the expected customer and 
consumer interest. 
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5 Purchase intention. Would the respondents (definitely, probably, probably not, defi- 
nitely not) buy the product? Customers who answered the first three questions posi- 
tively should answer ‘Definitely’ here. 

6 User targets, purchase occasions, purchasing frequency. Who would use this product, 
when and how often? 

Respondents’ answers indicate whether the concept has a strong customer and consumer 
appeal, what rival market products it competes against, and which customers are the best 
targets. The need-gap levels and purchase-intention levels can be checked against norms 
for the market category to see whether the concept appears to be a winner, a long shot 
or a loser. 

Conjoint analysis 

This is a scaling technique method for deriving the use benefit values that consumers 
attach to varying levels of a product’s CPV value attributes. It is also called trade-off 
analysis as it models the relative customer-perceived value of competing products and 
throws light on how customers decide what CPV value attributes (quality or transaction) 
can be offset. The technique has become one of the most popular concept development 
and testing tools. With conjoint analysis, respondents see and rank different hypothet- 
ical products formed by combining varying combinations of CPV attributes. Management 
can then identify the most appealing product’s CPV attributes and its estimated market 
share and profit. 

Suppose tile new product marketer is considering five CPV attribute benefit design 
elements: 

1 three package designs (A, B, C - see Figure 15.4); 

2 three brands (Euro 1, Euro 2 and Euro 3); 

3 three retail prices (€1.20, €1.40 and €1.60); 

4 a possible seal of approval such as Good Housekeeping magazine in the United King- 
dom (yes, no); and 

5 a possible money-back guarantee (yes, no). 

Although the researcher can form 108 possible product concepts (3 X 3 X 3 X 2 X 2), it 
would be too much to ask customers to rank 108 concepts. A sample of, say, 18 contracting 
product concepts is feasible, and customers would rank them from the most to the least 
preferred. 

The marketer can then use a statistical software program to discover the customer’s 
preferred utility functions for each of the five attributes (see Figure 15.5). Utility ranges 
between 0 and 1; the higher the utility, the stronger the consumer’s preference for 
that level of the attribute. Looking at packaging, it is clear that package B is the most 
favoured, followed by C and then A, which has hardly any perceived utility. The pre- 
ferred brands are Bissell, K2R and Glory, in that order. The consumer’s utility varies 
inversely with price. A Good Housekeeping seal is preferred, but it does not add that 
much utility knd may not be worth the effort to obtain it. A money-back guarantee is 
strongly preferred. 

The consumer’s most desired market offering is package design B, brand name Bissell, 
priced at €1, with a Good Housekeeping seal and a money-back guarantee. It is also poss- 
ible to determine the relative importance of each attribute to this consumer - the difference 
between the highest and lowest utility level for that attribute. The greater the difference, 
the more important the attribute. Clearly this consumer sees price and package design as 
the most important attributes, followed by money-back guarantee, brand name and a Good 
Housekeeping seal. 

CPV preference data from a sufficient sample of target consumers help the company 
to estimate the market share any specific offer is likely to achieve, given any assumptions 
about competitive responses. Still, the organisation may not launch the market offering 




A B 



Figure 15.4 Vacuum 
cleaner samples for 
conjoint analysis 
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Package design 



Brand name 




1.0 




0 i 1 1 

K2R Glory Bissell 




€1.20 €1.40 €1.60 

Good Housekeeping seal? Money-back guarantee? 




that promises to gain the greatest market share, because of cost considerations. The most 
customer-appealing product (in CPV terms) is not always the most profitable one to bring 
to market. 

Under some conditions, researchers will collect the data without a full-profile descrip- 
tion of each product, by presenting two factors at a time. For example, respondents may 
see a table with three price levels and three package types and indicate which of the nine 
combinations they would like most, second best and so on. A further table consists of 
trade-offs between two other variables. The trade-off approach may be easier to use when 
there are many variables and possible offers. However, it is less realistic in that respond- 
ents are focusing on only two variables at a time. Adaptive conjoint analysis (ACA) is a 
‘hybrid’ data collection technique that combines self-explicated importance ratings with 
pair-wise trade-off tasks. 38 



Marketing strategy development 

Following a successful concept test, the firm will develop a preliminary three-part strat- 
egy plan for introducing the new product offering to the market. The first part describes 
the target market’s size, structure and behaviour; the planned positioning; and the sales, 
market share and profit goals sought in the first few years: 

The target market for the instant breakfast drink is families with children who are recep- 
tive to a new, convenient, nutritious and inexpensive form of breakfast. The company’s 
brand will be positioned at the higher-price, higher-quality end of the instant breakfast 
drink category. The company will initially aim to sell 500,000 cases or 1 0 per cent of the 
market, with a loss in the first year not exceeding €1 .5 million. The second year will aim 
for 700,000 cases or 14 per cent of the market, with a planned profit of €2.2 million. 
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The second part outlines the planned price, distribution strategy and marketing budget 
for the first year: 

The product will be offered in chocolate, vanilla and strawberry in individual packets 
of six to a box, at a retail price of €2.49 a box. There will be 48 boxes per case, and the 
case price to distributors will be €24. For the first two months, dealers will be offered 
one case free for every four cases bought, plus cooperative advertising allowances. Free 
samples will be distributed door to door. Money-off coupons will appear in newspapers. 
The total sales promotional budget will be €2.9 million. An advertising budget of €6 mil- 
lion will be split 50:50 between national and local. Two-thirds will go into television 
and one-third into newspapers. Advertising copy will emphasise the benefit concepts of 
nutrition and convenience. The advertising execution concept will revolve around a small 
boy who drinks instant breakfast and grows strong. During the first year, €100,000 will 
be spent on marketing research to buy store audits and consumer-panel information to 
monitor market reaction and buying rates. 

The third part of the marketing strategy plan describes the long-run sales and profit goals 
and marketing mix strategy over time: 

The company intends to win a 25 per cent market share and realise an after-tax return 
on investment of 12 per cent. To achieve this return, product quality will start high and be 
improved over time through technical research. Price will initially be set at a high level 
and lowered gradually to expand the market and meet competition. The total promotion 
budget will be boosted each year by about 20 per cent, with the initial advertising-sales 
promotion split 3 of 65:35 evolving eventually to 50:50. Marketing research will be reduced 
to €60,000 per year after the first year. 



Business analysis 

After management develops the product concept and marketing strategy, it can evaluate 
the business attractiveness of the proposal. Management needs to prepare sales, cost and 
profit projections to determine whether they satisfy company objectives. If they do, the 
concept can move to the development stage. As new information comes in, the business 
analysis will undergo revision and expansion. 

Estimating total sales 

Total estimated sales are the sum of estimated first- time sales, replacement sales and 
repeat sales. Sales estimation methods depend on whether the product is purchased once 
(such as an engagement ring or retirement home), infrequently or often. For one-time 
products, sales rise at the beginning, peak, and approach zero as the number of potential 
buyers is exhausted (see Figure 15.6(a)). If new buyers keep entering the market, the 
curve will not go down to zero. 

Infrequently purchased products - such as cars, toasters and industrial equipment - 
exhibit replacement cycles dictated by physical wear or obsolescence associated with 
changing styles, features and performance. Sales forecasting for this category calls for 
estimating first-time sales and replacement sales separately (see Figure 15.6(b)). 

Frequently purchased products, such as consumer and industrial non-durables, have 
product life cycle sales resembling Figure 15.6(c). The number of first-time buyers initially 
increases and then decreases as fewer buyers are left (assuming a fixed population). 
Repeat purchases occur soon, providing the product satisfies some buyers. The sales curve 
eventually falls to a plateau representing a level of steady repeat-purchase volume; by this 
time, the product market offering is no longer a new product. 

In estimating sales, the manager’s first task is to estimate first-time purchases of the 
new product in each period. To estimate replacement sales, management researches the 
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products’ survival-age distribution - that is, the number of units that fail in year 1, 2, 3, 
and so on. The low end of the distribution indicates when the first replacement sales will 
take place. Replacement sales can be difficult to estimate before the product is in use; 
some manufacturers therefore base the decision to launch a new offering solely on the 
estimate of first-time sales. 

For a frequently purchased new product, the seller estimates repeat sales as well as 
first-time sales. A high rate of repeat purchasing means customers are satisfied; sales are 
likely to stay high even after all first-time purchases take place. The seller should note 
the percentage of repeat purchases in each repeat-purchase class: those who rebuy once, 
twice, three times and so on. Some products and brands are bought a few times and then 
dropped. 39 

Estimating costs and profits 

Costs are estimated by the R & D, manufacturing, marketing and finance departments. 
Table 13.7 illustrates a five-year projection of sales, costs and profits for a company 
marketing an instant breakfast drink. 

Row 1 shows projected sales revenue over the five-year period. The company expects 
to sell €11,889,000 (approximately 500,000 cases at €24 per case) in the first year. Behind 
this projection is a set of assumptions about the rate of market growth, the company’s 
market share and the ex-factory price. Row 2 shows the cost of goods sold, which hovers 
around 33 per cent of sales revenue. This cost is calculated by estimating the average cost 
of labour, ingredients and packaging per case. Row 3 shows the expected gross margin, 
the difference between sales revenue and cost of goods sold. 

Row 4 shows anticipated development costs of €3.5 million, including product devel- 
opment costs, marketing research costs and manufacturing development costs. Row 5 
shows the estimated marketing costs over the five-year period to cover advertising, sales 
promotion and marketing research, and an amount allocated for sales force coverage and 
marketing administration. Row 6 shows the allocated overhead to this new product to 
cover its share of the cost of executive salaries, heat, light and so on. 

Row 7, the gross contribution, is gross margin minus the preceding three costs. 
Row 8 , supplementary contribution, lists any change in income from other company 
products caused by the new product introduction. Dragalong income is additional 
income to them, and cannibalised income is reduced income. Table 15.7 assumes no 







Table 15.7 Projected five-year cash-flow statement (in €000) 





YearO 


Year 1 


Year 2 


Year 3 


Year 4 


Year 5 


1 Sales revenue 


0 


11,889 


15,381 


19,654 


28,253 


32,491 


2 Cost of goods sold 


0 


3,981 


5,150 


6,581 


9,461 


10,880 


3 Gross margin 


0 


7,908 


10,231 


13,073 


18,792 


21,611 


4 Development costs 


-3,500 


0 


0 


0 


0 


0 


5 Marketing costs 


0 


8,000 


6,460 


8,255 


11,866 


13,646 


6 Allocated overhead 


0 


1,189 


1,538 


1,965 


2,825 


3,249 


7 Gross contribution 


-3,500 


-1,281 


2,233 


2,853 


4,101 


4,716 


8 Supplementary contribution 


0 


0 


0 


0 


0 


0 


9 Net contribution 


-3,500 


-1,281 


2,233 


2,853 


4,101 


4,716 


10 Discounted contribution (15%) 


-3,500 


-1,113 


1,691 


1,877 


2,343 


2,346 


11 Cumulative discounted cash flow 


-3,500 


-4,613 


-2,922 


-1,045 


1,298 


3,644 
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supplementary contributions. Row 9 shows net contribution, which in this case is the 
same as gross contribution. Row 10 shows discounted contribution - that is, the present 
value of each future contribution discounted at 15 per cent per annum. For example, 
the company will not receive €4,716,000 until the fifth year. This amount is worth only 
€2,345,000 today if the company can earn 15 per cent on its money through other 
investments. 40 

Finally, row 11 shows the cumulative discounted cash flow, the accumulation of the 
annual contributions in row 10. Two things are of central interest. The first is the maxi- 
mum investment exposure, the highest loss the project can create. The company will be 
in a maximum loss position of €4,613,000 in year 1. The second is the payback period, 
the time when the company recovers all its investment, including the built-in return of 
15 per cent. The payback period here is about three and a half years. Management must 
decide whether to risk a maximum investment loss of €4.6 million and a possible payback 
period of three and a half years. 

Companies use other financial measures to evaluate the merit of a new product pro- 
posal. The simplest is breakeven analysis, which estimates how many units the company 
must sell (or how many years it will take) to break even with the given price and cost 
structure. If management believes sales could easily reach the break-even number, it is 
likely to develop the new offering. 

A more complex method of estimating profit is risk analysis. Here three estimates are 
obtained (optimistic, pessimistic and most likely) for each uncertain variable affecting 
profitability, under an assumed marketing environment and marketing strategy for the 
planning period. IThe computer simulates possible outcomes and computes a distribution 
showing the range of possible rates of return and their probabilities. 



Managing the development process III: 
development to commercialisation 

Up to now, the new market offering has existed only as a description of an idea, a draw- 
ing or a prototype. The next step represents a jump in investment that dwarfs the costs 
incurred so far. The company will determine whether the new idea can translate into a 
technically and commercially feasible CPV market offering. If not, the accumulated project 
cost will be lost, except for any useful information gained in the process. 



Product and market development 

The job of translating target customer requirements into a working prototype is helped by 
a set of methods known as quality function deployment (QFD). The methodology takes 
the list of desired customer attributes (CAs) generated by market research and turns them 
into a list of engineering attributes (EEs) that engineers can use. For example, customers 
of a proposed truck may want a certain acceleration rate (CA). Engineers can turn this 
into the required horsepower and other engineering equivalents (EEs). The methodology 
measures the trade-offs and costs of meeting customer requirements. A major contribution 
of QFD is improved communication between marketers, engineers and manufacturing 
people. 41 

Physical prototypes 

The R & D department will' develop one or more versions of the core offer product 
concept. Its goal is to develop a prototype that embodies the key customer-perceived 
(CPV) attributes and benefits described in the product concept statement. The prototype 
must perform safely under normal use and conditions and be produced within budgeted 
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manufacturing costs. In the past, developing and manufacturing a successful prototype 
could take days, weeks, months or even years. The web now permits more rapid proto- 
typing and more flexible development processes. 42 Sophisticated virtual-reality technology 
is also speeding up the process. By designing and testing product designs through simu- 
lation, for example, companies can achieve the flexibility to respond to new information 
and resolve uncertainties by exploring alternatives. 



Boeing H09H I 

Boeing designed its 777 aircraft on a totally digital basis. Engineers, designers and more 
than 500 suppliers designed the aircraft on a special computer network without ever 
making a blueprint on paper. Project partners were connected by an extranet enabling 
them to communicate, share ideas and work on the design at a distance. A computer- 
generated ‘human’ could climb inside the three-dimensional design on-screen to 
show how difficult maintenance access would be for a live mechanic. Such computer 
modelling allowed engineers to spot design errors that otherwise would have remained 
undiscovered until a person began to work on a physical prototype. Avoiding the time and 
cost of building physical prototypes reduced development time, wastage and rework by 
60-90 per cent. 43 



Scientists must not only design the new product’s functional characteristics, but also 
communicate its psychological aspects and brand image through physical cues. How will 
consumers react to different colours, sizes and weights? Marketers need to supply design 
and development staff with information about what CPV attributes consumers seek and 
how consumers judge whether these attributes are present. 

Customer tests 

When the prototypes are ready, they must be put through rigorous functional tests and 
customer tests before they enter the marketplace. Alpha testing is testing the proposed 
new product within the firm to see how it performs in different applications. After 
refining the prototype, the company moves to beta testing with customers. 44 Consumer 
testing can take several forms, from bringing potential customers into a laboratory to 
giving them samples to use in their homes. Procter & Gamble has on-site labs such 
as a nappy-testing centre where dozens of mothers bring their babies to be studied. 
In-home placement tests are common for products ranging from ice cream flavours to 
new appliances. 

How are customer preferences measured? The rank-order method asks the consumer 
to rank the options. The paired-comparison method presents pairs of options and asks 
the consumer which one is preferred in each pair. The monadic-rating method asks the 
consumer to rate each product on a scale so marketers can derive the individual’s prefer- 
ence order and levels. 

Market testing 

After management is satisfied with functional and psychological performance, the new 
product is ready to be branded, packaged and market tested. In an authentic setting, 
marketers can learn how large the market is and see how consumers and dealers react to 
handling, using and repurchasing the new product. 

Not all companies undertake market testing but many believe it can yield valu- 
able information about buyers, dealers, marketing programme effectiveness and market 
potential. The main issues are: how much market testing should be done, and what 
kind(s)? 
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The amount of market testing is influenced by the investment cost and risk on the one 
hand, and the time pressure and research cost on the other. High-investment-high-risk 
new products, where the chance of failure is high, must be market tested; the cost of the 
market tests will be an insignificant percentage of total project cost. High-risk products - 
those that create really new product categories (first instant breakfast drink) or have novel 
features (first gum-strengthening toothpaste) - warrant more market testing than modified 
new products (another toothpaste brand). 

The amount of market testing may be severely reduced if the company is under great 
time pressure because the season is just starting, or because competitors are about to 
launch their brands. The company may prefer the risk of a new product failure to the risk 
of losing distribution or market penetration on a highly successful product. 

Consumer goods market testing 

Consumer new product tests seek to estimate four variables: trial , first repeat , adoption 
and purchase frequency. The company hopes to find all these variables at high levels. 
Many consumers may try the new product but few rebuy it; or it might achieve high per- 
manent adoption but low purchase frequency (e.g. gourmet frozen foods). 

Here are four major methods of consumer goods market testing, from least to most 
costly. 

Sales- wave research In sales-wave research, consumers who initially try the new prod- 
uct at no cost are reoffered it, or a competitor’s product, at slightly reduced prices. The 
offer may beimade as many as five times (sales waves), while the company notes how 
many customers selected that product again and their reported level of satisfaction. Sales- 
wave research can also expose consumers to one or more advertising concepts to measure 
the impact of that advertising on repeat purchase. 

Sales-wave research can be implemented quickly and conducted with a fair amount of 
security. It can be carried out without final packaging and advertising. However, it does 
not indicate trial rates that the new product would achieve with different sales promotion 
incentives, as the consumers are pre-selected to try the product. Nor does it indicate the 
brand’s power to gain distribution and a favourable shelf position. 

Simulated test marketing Simulated test marketing calls for finding 30-40 qualified 
shoppers and questioning them about brand familiarity and preferences in a specific 
product category. These consumers attend a brief screening of both well-known and new 
TV commercials or print advertisements. One advertisement promotes the new product 
but is not singled out for attention. Consumers receive a small amount of money and are 
invited into a store where they may buy any items. The company notes how many con- 
sumers buy the new product brand and competing brands. This provides a measure of 
the advertisement’s relative effectiveness against competing advertisements in stimulating 
customer trials. Consumers are asked the reasons for their purchases or non-purchases. 
Those who did not buy the new product are given a free sample. Some weeks later, they 
are interviewed by phone to determine product attitudes, usage, satisfaction and repur- 
chase intention, and are offered an opportunity to repurchase the new product. 

This method gives fairly accurate results on advertising effectiveness and trial rates (and 
repeat rates if extended) in a much shorter time and at a fraction of the cost of using real 
test markets. The results are incorporated into new product forecasting models to project 
ultimate sales levels. Marketing research firms have reported surprisingly accurate predic- 
tions of sales levels of new market offerings/products that are subsequently launched in 
the market. 45 In a world where media and channels have become highly fragmented, 
however, it will become ‘increasingly hard for simulated test marketing to truly simulate 
market conditions with only traditional approaches. 

Controlled test marketing In controlled test marketing, a research firm manages a panel 
of stores that will carry new products for a fee. The company with the new product 
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specifies the number of stores and geographic locations it wants to test. The research firm 
delivers the new product to the participating stores and controls shelf position; number 
of facings, displays and point-of-purchase promotions; and pricing. Electronic scanners 
measure sales at checkout. The company can also evaluate the impact of local advertising 
and promotions. 

Controlled test marketing allows the company to test the impact of in-store factors and 
limited advertising on buying behaviour. A sample of consumers can be interviewed later 
to give their impressions of the new product. The company does not have to use its own 
sales force, give trade allowances or ‘buy’ distribution. However, controlled test market- 
ing provides no information on how to persuade the trade to carry the new product. This 
technique also exposes the product and its features to competitors’ scrutiny. 

Test markets The ultimate way to test a new consumer product is to put it into full-scale 
test markets. The company chooses a few representative cities, and the sales force tries to 
persuade the trade to carry the new product and give it good shelf exposure. The com- 
pany puts on a full advertising and promotion campaign similar to the one it would use 
in national marketing. Test marketing also measures the impact of alternative marketing 
plans by varying the marketing programme in different cities and or/regions: a full-scale 
test can cost over €1 million, depending on the number of test areas, the test duration, 
and the amount of data the company wants to collect. 

Management faces several decisions: 

• How many test sites? Most tests use two to six sites. The greater the possible loss, the 
greater the number of contending marketing strategies, the greater the regional differ- 
ences and the greater the chance of test-market interference by competitors, the more 
sites management should test. 

• Which sites? Each company must develop selection criteria such as having good media 
coverage, cooperative chain stores and average competitive activity. How representa- 
tive the site is of other markets must also be considered. 

• Length of test? Market tests last anywhere from a few months to a year. The longer the 
average repurchase period, the longer the test period. 

• What information to collect? Warehouse shipment data will show gross stock buying 
but will not indicate weekly sales at the retail level. Store audits will show retail sales 
and competitors’ market shares but will not reveal buyer characteristics. Consumer 
panels will indicate which people are buying which brands and their loyalty and 
switching rates. Buyer surveys will yield in-depth information about consumer atti- 
tudes, usage and satisfaction. 

• What action to take? If the test markets show high trial and repurchase rates, the mar- 
keter should launch the new product nationally; if a high trial rate and low repurchase 
rate, redesign or drop the new product; if a low trial rate and high repurchase rate, 
develop marketing communications to convince more people to try it. If trial and repur- 
chase rates are both low, abandon the new product. Many managers find it difficult to 
kill a project that created much effort and attention even if they should, resulting in an 
unfortunate (and typically unsuccessful and expensive) escalation of commitment. 46 

In spite of its benefits, many companies today do not do any test marketing and rely on 
faster and more economical testing methods. Absolut vodka and Colgate-Palmolive often 
launch a new product in a set of small ‘lead countries’ and keep rolling it out if it proves 
successful. 

Business-product market testing 

New business products (market offerings) can also benefit from market testing. Expen- 
sive industrial new products and new technologies will normally undergo alpha testing 
(within the company) and beta testing (with outside customers). During beta testing, the 
company’s technical people observe how test customers use the new product, a practice 
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that often exposes unanticipated problems of safety and servicing, and alerts the company 
to customer training and service support requirements. The company can also observe 
how much CPV the equipment adds to the customer’s operation as a clue to subsequent 
pricing. 

The company will ask test customers to express their purchase intention and other 
reactions after the test. Companies must interpret beta test results carefully because only 
a small number of test customers are used, they are not randomly drawn, and tests are 
somewhat customised to each site. Another risk is that test customers who are unim- 
pressed with the new product may leak unfavourable reports about it. 

A second common test method for business new products is to introduce them at trade 
shows. The company can observe how much interest buyers show in the new product, 
how they react to various CPV attributes and benefits, and how many express purchase 
intentions or place orders. 

New industrial products can be tested in distributor and dealer display rooms, where 
they may stand next to the manufacturer’s other products and possibly competitors’ prod- 
ucts. This method yields preference and pricing information in the product’s normal sell- 
ing atmosphere. The disadvantages are that customers might want to place early orders 
that cannot be fulfilled, and those customers who come in might not represent the target 
market. 

Industrial manufacturers come close to using full test marketing when they give a lim- 
ited supply of the new product to the sales force to sell in a limited number of areas that * 

receive sales promotion support and printed catalogue sheets. « 

^ 1 

' « 

4 

Commercialisation and new product launch j 

« 

If the company goes ahead with commercialisation, it will face its largest costs to date. 47 j 

It will need to contract for manufacture or build or rent a full-scale manufacturing facility. 

Another major cost is marketing. To introduce a major new consumer packaged product 
into the national market can cost from €25 million to as much as €100 million in advertis- 
ing, promotion and other marketing communications in the first year. In the introduction 
of new food products, marketing expenditures typically represent 57 per cent of sales 
during the first year. Most new product campaigns rely on a sequenced mix of marketing 
communication tools. 

When (timing) 

In commercialising a new product, market-entry timing is critical. Suppose a company has 
almost completed the development work on its new product and learns that a competitor 
is nearing the end of its development work. The company faces three choices: 

1 First entry. The first firm entering a market usually enjoys the ‘first mover advantages’ 
of locking up key distributors and customers and gaining leadership. But if the new 
product is rushed to market before it is ready, the first entry can backfire. 

2 Parallel entry. The firm might time its entry to coincide with the competitor’s entry. 

The market may pay more attention when two companies are advertising the new 
products. 48 

3 Late entry. The firm might delay its launch until after the competitor has entered. The 
competitor will have borne the cost of educating the market, and its new product may 
reveal faults the late entrant can avoid. The late entrant can also learn the size of the 
market. 

The timing decision requires additional considerations. 49 If a new product replaces an 
older product, the company might delay the introduction until the old product’s stock is 
drawn down. If the product is seasonal, it might be delayed until the right season arrives; 
often a new product waits for a ‘killer application’ to occur. Complicating new product 
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launches, many companies are encountering competitive ‘design-arounds’ - rivals are 
imitating inventions but making their own versions just different enough to avoid patent 
infringement and the need to pay royalties. 

Where (geographic strategy) 

The company must decide whether to launch the new product in a single locality, 
a region, several regions, the national market or the international market. Most will 
develop a planned market roll-out over time. Company size is an important factor here. 
Small companies will select an attractive site area and put on a blitz campaign, enter- 
ing other sites one at a time. Large companies will introduce their new product into a 
whole region and then move to the next region or country. Companies with national 
distribution networks, such as car companies, will launch their new models in the 
national market. 

Most companies design new products to sell primarily in the domestic market. If the 
product does well, the company considers exporting to neighbouring countries or the 
world market, redesigning if necessary. In choosing roll-out markets, the major criteria 
are: market potential; the company’s local reputation; the cost of setting up the supply 
channels; the cost of communication media; the influence of the area on other areas; and 
the strength of competition. 

With the web connecting near and distant parts of the globe, competition is more likely 
to cross national borders. Companies are increasingly rolling out new products simul- 
taneously across the globe, rather than nationally or even regionally. However, master- 
minding a global launch poses challenges, and a sequential roll-out across countries may 
still be the best option. 50 

To whom (target-market prospects) 

Within the roll-out markets, the company must adopt a customer relationship approach 
and target its initial distribution and marketing communications to appeal to the best 
prospect groups. The company will have profiled these, and ideally they should be early 
adopters, heavy users and opinion leaders who can be reached at low cost. 51 Few groups 
have all these characteristics. The company should rate the various prospect groups on 
these characteristics and target the best group. The aim is to generate strong sales as soon 
as possible to attract further prospects. 

How (introductory market strategy) 

The company must develop an action plan for introducing the new product. Because new 
product launches often take longer and cost more money than expected, many potentially 
successful offerings suffer from underfunding. It is important to allocate sufficient time and 
resource as the new product gains a foothold in the marketplace. 52 

A master of new product introductions, Apple Computers staged a massive marketing 
blitz in 1998 to launch the iMac, its re-entry into the computer PC business after a hiatus 
of 14 years. Five years later, Apple struck gold again with the launch of the iPod. The 
company continues to set a fast pace and in the spring of 2010 launched its iPad which is 
a design leader as well as a technological first that can provide entertainment and business- 
related features. 

To coordinate the many activities involved in launching a new product, manage- 
ment can use network-planning techniques such as critical path scheduling. This calls for 
developing a master chart showing the simultaneous and sequential activities that must 
take place to launch the product. By estimating how much time each activity takes, the 
planners estimate completion time for the entire project. Any delay in any activity on 
the critical path — the shortest route to completion — will cause the project to become 
overdue. 53 
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Breakthrough marketing 




Apple iPad 

Hundreds of people gathered on 1 March 201 1 at Apple's 
flagship store in London to be among the first to buy the 
company's latest new offering - the iPad - following a 
delayed launch caused by unexpected high demand in 
the USA. 

Financial Times technology reporter Jonathan Fildes, 
who went along to the Apple store, said it was besieged 
with hundreds of people, the police were on hand to 
keep people in order, and every time a new owner of 
an iPad emerged they won a cheer from the crowd. He 
said there was a ‘carnival’ atmosphere outside the store 
aided by the appearance of the world’s tallest married 
couple, Wilco van-Kleef and Keisha Bolton, who turned 
up to promote the Guinness World Records iPad app. 
Long-standing Apple fan Stephen Fry also turned up to 
buy a 3G version of the iPad. 

Despite the success of the iPad’s launch in the USA, 
some have criticised it for being a closed system that 
limited what people could do with the books, magazines, 
music and video they enjoy. The BBC’s technology cor- 
respondent Rory Cellan-Jones commented that ‘mag- 
azine editors were enthusing about the possibility of 
glossy interactive editions which will convince premium 
advertisers to keep spending’. The tablet-device is also 
starting to see competition from other devices such as 
the Dell Streak and the established Archos media tab- 
lets. Similar devices that run Google’s Android operating 



system were launched in the final three months of 2010. 
Two versions of the iPad are available and prices start 
at £429 including VAT. One model only uses wi-fi to con- 
nect to the net and the other can use both wi-fi and 3G 
mobile technology. The iPad went on sale in continen- 
tal Europe on 28 May. In the UK mobile phone provid- 
ers Vodafone, Orange, 02 and 3 revealed details of the 
price plans for the 3G version which requires a sepa- 
rate micro-Sim card in order to connect to the internet. 
The 3G version requires owners to buy airtime to use the 
gadget while out and about. 

The iPad is essentially an emotional luxury product - 
a purchase that is not really needed, as many of the 
things the iPad offers can be done on other gadgets such 
as phones and laptops. Most of the people in the world 
do not interact with content, they just consume it, and 
the iPad is a great device for consuming content but not 
great for creating it. In an attempt to retain its lead in 
the market with the iPad in the face of emerging com- 
petition, Apple launched its iPad 2 in March 2011. The 
new device features front- and back-facing cameras and 
a gyroscope, and is dramatically faster with a A5 dual- 
core processor. It is 33 per cent thinner at 8.8 mm - 
slimmer than the iPhone 4. It also fell in weight from 
1.5 pounds to 1.3 pounds. 



Source: BBC, 28 February 2010; Financial Times, 2 March 2011 
(Tim Bradshaw, Chris Nuttall and Shannon Bond). 




The campaign for the Apple iPad was a masterful new product introduc- 
tion that helped it quickly achieve a dominant market share. 

Source: Chris Batson/Alamy. 
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The consumer adoption process 

Adoption is an individual’s decision to become a regular user of a product. The consumer 
adoption process is followed by the consumer loyalty process , which is the concern of the 
established producer. Years ago, new product marketers used a mass market approach to 
launch products, which had two main drawbacks: it called for heavy marketing expen- 
ditures, and it wasted many exposures. These drawbacks led to a second approach, 
heavy-user target marketing. This approach makes sense, provided that heavy users are 
identifiable and are early adopters. However, even within the heavy-user group, many 
heavy users are loyal to existing brands. New product marketers now aim at early adop- 
ters and use the theory of innovation diffusion and customer adoption to identify them. 
Mozilla launched its new Firefox 3 Web browser in the United Kingdom in the summer of 
2008 and hopes to build on its encouraging market share in Europe with its new software 
that is claimed to be more user friendly and adaptable than Microsoft’s Internet Explorer’s 
web browser. 

Stages in the adoption process 

An innovation is any good, service or idea that someone perceives as new, no matter how 
long its history. Innovations take time to spread. Rogers defines the innovation diffusion 
process as ‘the spread of a new idea from its source of invention or creation to its ultimate 
users or adopters’. 54 The consumer adoption process tracks the steps an individual takes 
from first hearing about an innovation to its final adoption. 55 
Adopters of new products move through five stages: 

1 Awareness. The consumer becomes aware of the innovation but lacks information 
about it. 

2 Interest. The consumer is stimulated to seek information about the innovation. 

3 Evaluation. The consumer considers whether to try the innovation. 

4 Trial. The consumer tries the innovation to improve his or her estimate of its value. 

5 Adoption. The consumer decides to make full and regular use of the innovation. 

The new product marketer should facilitate movement through these stages. A portable 
electric dishwasher manufacturer might discover that many customers are stuck in the 
interest stage; they do not buy because of their uncertainty and the large investment cost. 56 
But these same customers would be willing to use an electric dishwasher on a trial basis 
for a small monthly fee. The manufacturer should consider offering a trial-use plan with 
an option to buy. 



Factors influencing the adoption process 

Marketers recognise the following characteristics of the adoption process: differences in 
individual readiness to try new products; the effect of personal influence; differing rates of 
adoption; and differences in organisations’ readiness to try new products. Some researchers 
are focusing on use-diffusion processes as a complement to adoption process models, to 
see how consumers actually use new products. 57 

Readiness to try new products and personal influence 

Rogers 58 defines a person’s level of innovativeness as ‘the degree to which an individual 
is relatively earlier in adopting new ideas than the other members of his social system’. 
In each product area, there are pioneers and early adopters. Some people are the first to 
adopt new clothing fashions or new appliances; some doctors are the first to prescribe 
new medicines; some farmers are the first to adopt new farming methods. 59 People fall 
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Figure 15.7 Adopter categorisation on the basis of relative time of adoption of innovations 
Source: Adapted with the permission of Free Press, a Division of Simon & Schuster, Inc., from Diffusion of 
Innovations, Third Edition by Everett M. Rogers. Copyright © 1962, 1971, 1983 by The Free Press. All rights 
reserved. y 



into the adopter categories shown in Figure 157. After a slow start, an increasing number 
of people adopt the innovation, the number reaches a peak, and then it diminishes as 
fewer non-adopters remain. The five adopter groups differ in their value orientations and 
their motives for adopting or resisting the new product. 60 

• Innovators: technology enthusiasts; they are venturesome and enjoy tinkering with 
new products and mastering their intricacies. In return for low prices, they are happy 
to conduct alpha and beta testing and report on early weaknesses. 

• Early adopters: opinion leaders who carefully search for new technologies that might 
give them a dramatic competitive advantage. They are less price sensitive and willing 
to adopt the product if given personalised solutions and good service support. 

Early majority, deliberate pragmatists who adopt the new technology when its benefits 
are proven and a lot of adoption has already taken place. They make up the main- 
stream market. 

• Late majority: sceptical conservatives who are risk averse, technology shy and price 
sensitive. 

• Laggards: tradition bound and resist the innovation until they find that the status quo 
is no longer defensible. 

Each group must be approached with a different type of marketing if the firm wants to 
move its innovation through the stages of the full product life cycle. 61 

Personal influence is the effect one person has on another’s attitude or purchase prob- 
ability. Its significance is greater in some situations and for some individuals than others, 
and it is more important in the evaluation stage than the other stages. It has more influ- 
ence on late adopters than early adopters and is more important in risky situations. 

Companies often target innovators and early adopters with product introductions. For 
Vespa scooters, the Italian company Piaggio has hired models to go around cafes and 
clubs to publicise the new scooters. 62 

Characteristics of the innovation 

Some products are an instant success (rollerblades), whereas others take a long time to 
gain acceptance (diesel engine cars). 63 Five characteristics influence the rate of adoption 
of an innovation. These are considered in relation to personal video recorders (PVRs) for 
home use. 

The first characteristic is relative advantage — the degree to which the innovation 
appears superior to existing products. The greater the perceived relative advantage of 
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using a PVR, say for easily recording favourite shows, pausing live TV or skipping com- 
mercials, the more quickly it will be adopted. The second is compatibility - the degree 
to which the innovation matches the values and experiences of the individuals. PVRs, for 
example, are highly compatible with the preferences of avid television watchers. Third is 
complexity - the degree to which the innovation is difficult to understand or use. PVRs 
are somewhat complex and will therefore take a slightly longer time to penetrate into 
home use. Fourth is divisibility - the degree to which the innovation can be tried on a 
limited basis. This provides a sizeable challenge for PVRs - sampling can only occur in 
a retail store or perhaps a friend’s house. Fifth is communicability - the degree to which 
the benefits of use are observable or describable to others. The fact that PVRs have some 
clear advantages can help create interest and curiosity. 

Other characteristics that influence the rate of adoption include cost, risk and uncer- 
tainty; scientific credibility and social approval. The new product marketer must research 
all these factors and give the key ones maximum attention in designing the new product 
and marketing programme. 

Organisations’ readiness to adopt innovations 

The creator of a new teaching method would want to identify innovative schools. The 
producer of a new piece of medical equipment would want to identify innovative hospi- 
tals. Adoption is associated with variables in the organisation’s environment (community 
progressiveness, community income), the organisation itself (size, profits, pressure to 
change) and the administrators (education level, age, sophistication). Other forces come 
into play in trying to get a product adopted into organisations that receive the bulk of their 
funding from the government, such as state schools and hospitals in the United Kingdom. 
A controversial or innovative new product offering can be seriously damaged by negative 
public opinion. 



SUMMARY 

1 Once a company has segmented the market, chosen 
its target customer groups and identified their needs, 
and determined its desired market positioning, it is 
ready to develop and launch appropriate new market 
offerings. Marketing should participate with other 
departments in every stage of the development of 
new value offerings. 

2 Successful new product/market offering develop- 
ment requires the company to establish an effective 
organisation for managing the process. Traditionally, 
companies have chosen to use product managers, 
new product managers, new product committees, new 
product departments or new product venture teams. 
Increasingly, companies are adopting cross-functional 
teams, connecting to individuals and organisations 
outside the company, and developing multiple market 
offerings as they accept that the right CPV requires the 
coordinated effort of all internal and external parties. 



3 Eight stages take place in the new product/ 
market offering development process: idea 
generation, screening, concept development and 
testing, marketing strategy development, business 
analysis, product/offer development, market testing 
and commercialisation. At each stage, the company 
must determine whether the idea should be dropped 
or moved to the next stage. 

4 The consumer adoption process is the process by 
which customers learn about new market offerings, 
try them, and adopt or reject them. Today many mar- 
keters are targeting heavy users and early adopters 
of new products, because both groups can be reached 
by specific media and tend to be opinion leaders. The 
consumer adoption process is influenced by many 
factors beyond the marketer's control, including 
consumers’ and organisations' willingness to try 
new market offerings. 
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APPLICATIONS 

Marketing debate 

Whom should you target with new products? Some 
new product experts maintain that getting close to cus- 
tomers through intensive research is the only way to 
develop successful new products. Other experts disagree 
and maintain that customers cannot possibly provide useful 
feedback on what they don’t know and cannot provide 
insights that will lead to breakthrough products. 

Take a position: Consumer research is critical to new 
product development versus Consumer research may not 
be all that helpful in new product development. 



Marketing discussion 

Think about the Last new product you bought. How do you 
think its success will be affected by the five characteristics 
of an innovation: relative advantage, compatibility, com- 
plexity, divisibility and communicability? 
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JlH THIS CHAPTER, WE WILL 
■J+'* ADDRESS THE FOLLOWING 
QUESTIONS: 

1 How do consumers process and 
evaluate prices? 

2 How should a company initially 
set prices for products or 
services? 

3 How should a company adapt 
prices to meet varying circum- 
stances and opportunities? 

4 When should a company initiate 
a price change? 

5 How should a company respond 
to a competitor's price change? 




Even though it cannot access the internet or take pictures, the top luxury 
edition of the '/E+Y mobile phone costs no less than €42,000. 

Source: /E+Y phone by /Esir. 
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P rice is the one element of the marketing mix that produces revenue; the 
other elements produce costs. Prices are perhaps the easiest element of 
the marketing programme to adjust; product features, channels and even 
promotion take more time. Price also communicates to the market the company’s 
intended value positioning of its product or brand. 

Consider the /E+Y mobile phone. 

Even though it cannot go on the internet or take pictures, the top luxury edition 
of the /E+Y' mobile phone developed by the Danish company /Esir costs no less 
than €42,000. ‘Our mobile phone is an alternative for those who want a phone in 
an exciting and timeless design. Unlike the mass-produced phones we have made 
a telephone that favors design more than technology,’ says Thomas Mpller Jensen, 
founder of ^sir.The /E + Y phone is available in either 18 carat gold and ceramic 
(€42,000) or stainless steel (€7,250). While other mobile phone companies, such 
as Nokia, also offer luxury editions of some of their mobile phones /E+Y is among 
the first mobile phones to emphasise quality, craftsmanship and design more than 
technological functionalities. ’Our aim is not to compete with iPhones and other 
smartphones. Instead, we seek to attract people who value beauty and design and 
who can afford to pay accordingly,’ Thomas Moller Jensen says. Despite the high 
prices, people who are interested in purchasing an /E+Y phone could end up using 
their time in vain as the phone will be produced only in a few thousand units. 1 

Pricing decisions are clearly complex and difficult, and many marketers neglect 
their pricing strategies 2 and the effect they might have on the market and on the 
public. Holistic marketers must take into account many factors in making pric- 
ing decisions - the company, the customers, the competition and the marketing 
environment. Pricing decisions must be consistent with the firm’s marketing strat- 
egy and its target markets and brand positionings. 

In this chapter, we provide concepts and tools to facilitate the setting of initial 
prices and adjusting prices over time and markets. 
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Understanding pricing 

Price is not just a number on a tag. Price comes in many forms and performs many func- 
tions. Rent, tuition, fares, fees, rates, tolls, wages and commissions may all in some way be 
the price you pay for some good or service. Price is also made up of many components. 
If you buy a new car, the sticker price may be adjusted by rebates and dealer incentives. 
Some firms allow for payment through multiple forms, such as €120 plus 25,000 frequent 
flier miles from an airline loyalty programme. 3 

Throughout most of history, prices were set by negotiation between buyers and sellers. 
Bargaining is still a sport in some areas and countries, and takes place in both con- 
sumer and business markets. Companies may proactively seek to increase their bargaining 
power. For instance, the introduction of private labels may enhance a retailer’s bargain- 
ing power with respect to manufacturers. 4 Setting one price for all buyers is a relatively 
modern idea that arose with the development of large-scale retailing in the second half 
of the nineteenth century. European department stores such as Le Bon Marche (France), 
Delaney’s New Mart (Ireland), Whiteleys (England) and others introduced fixed-price poli- 
cies (accompanied by guarantees allowing exchanges and refunds), because they carried 
so many items and supervised so many employees. 

Traditionally, price has operated as one of the major determinants of buyer choice. 
Consumers and purchasing agents have more access to price information and price dis- 
counters. Consumers and competition put pressure on retailers to lower their prices. 
Retailers put pressure on manufacturers to lower their prices. The result is a marketplace 
characterised by heavy discounting and sales promotion. 



A changing pricing environment 

Pricing practices have changed significantly. At the turn of the 21st century, consumers 
had easy access to credit, so by combining unique product formulations with enticing 
marketing campaigns, many firms successfully traded consumers up to more expensive 
products and services. However, the onset of the recent recession - a recession more 
severe than previous recessions, and which resulted in many jobs lost and many busi- 
nesses and consumers unable to receive loans due to their poorly leveraged situations - 
changed things. 

A combination of environmentalism, renewed frugality and concern about jobs and 
home values forced many European consumers to rethink how they spent their money. 
They replaced luxury purchases with basics. They bought fewer accessories like jewellery, 
watches and bags. They ate at home more often and purchased espresso machines to 
make lattes in their kitchens instead of buying them at expensive cafes. If they bought a 
new car at all, they downsized to smaller, more fuel-efficient models. They even cut back 
spending on hobbies and sports activities. 

Downward price pressure from a changing economic environment coincided with 
some longer-term trends in the technological environment. For some years now, the 
internet has been changing how buyers and sellers interact. Here is a short list of how 
the internet allows sellers to discriminate between buyers, and buyers to discriminate 
between sellers. 5 
Buyers can: 

• Get instant price comparisons from thousands of vendors. Customers can compare 
the prices offered by over two dozen online bookstores just by clicking mySimon. 
com. PriceScan.com lures thousands of visitors a day, most of them corporate 
buyers. Intelligent shopping agents Cbots’) take price comparison a step further 
and seek out products, prices and reviews from hundreds if not thousands of 
merchants. 
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Among the marketers 
attempting to swim 
against the trend 
towards low prices is 
Clinomyn toothpaste 
for smokers. 

Source: CCS Healthcare 
AB, Sweden. 



• Name their price and have it met. On Priceline.com, the customer states the price he or 

any sdler h* ^ ^ ^ Priceline whether 

of manv r, r § ° th f pnce ’ Volume-aggregating sites combine the orders 
of many customers and press the supplier for a deeper discount 

• Get products free. Open Source, the free software movement that started with Linux 
wi erode margins for just about any company creating software. The biggest dial- 
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2 *“*“ how fi ™ “—a 

Sellers can: 

• Monitor customer behaviour and tailor offers to individuals. The JSTOR (Journal Stor- 

2t P 7V,T Prof “ Ven ' Ure tha ' makes availabk visions of archived 

sues of scholarly journals, monitors usage data to determine prices to individual 
ustomers. More than 2,000 international educational institutions, including those from 

tions ar c Caed OUntrieS h haV H partidpantS in the Educational institu- 

old So " | 8 PnC6S T ° n the Value IO the school > the number of copies 
sold. So, a large institution where users view articles many times pays more. 

ive certain customers access to special prices. CD WOW!, an online vendor of music 

albums emails certain buyers a special website address with lower prices. Ruelala is 

a members-only website that sells upscale women’s fashion, accessorL and footer 

usinB §h m Ume SaleS ’ USLlall y tw °- da y events. Business marketers are already 
using extranets to get a precise handle on inventory, costs and demand at any given 
moment in order to adjust prices instantly. y g 

Let customers decide the price. British rock band Radiohead distributed its album In 
Rainbows, on the band’s website, applying an ‘honesty box’ principle. Consumers 

anvttoTh m 6 Ch ° 1Ce . ° f h ° W mUCh they Wanted t0 pa y for Rad iohead’s new album - 
anything between nothing at all and £100 (€130)7 An internet survey of 3,000 people 

o own oa e t e album found that most paid an average of <£4 (€5) although 
here was a hardcore of 67 fans who thought that the record was worth more than £10 
3) an a further 12 who claimed to have paid more than £40 (€50). 8 

Both buyers and sellers' can: 

Sf 316 PriCCS T ° nline aUCti ° nS and exchan 8 es - Want to sell hundreds of excess and 
slightly worn widgets? Post a sale on eBay. Want to purchase vintage baseball cards at 
a bargain price? Go to www.baseballplanet.com. 
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How companies price 

Companies do their pricing in a variety of ways. In small companies, prices are often set 
by the boss. In large companies, pricing is handled by division and product line man- 
agers. Even here, top management sets general pricing objectives and policies, and often 
approves the prices proposed by lower levels of management. In industries where pricing 
is a key factor (aerospace, railways, oil companies), companies will often establish a pric- 
ing department to set or assist others in determining appropriate prices. This department 
reports to the marketing department, finance department or top management. Others 
who exert an influence on pricing include sales managers, production managers, finance 
managers and accountants. 

Executives complain that pricing is a big headache - and one that is getting worse 
by the day. Many companies do not handle pricing well and throw up their hands with 
‘strategies’ such as this: ‘We determine our costs and take our industry’s traditional mar- 
gins.’ Other common mistakes are: not revising price often enough to capitalise on market 
changes; setting price independently of the rest of the marketing mix rather than as an 
intrinsic element of market-positioning strategy; and not varying price enough for different 
product items, market segments, distribution channels and purchase occasions. Setting the 
price ‘correctly’ will not only bring satisfactory returns but will also help strengthen sales 
and accurately reflect the value provided to customers. Not surprisingly, that ideal price 
cannot be identified only by focusing on the cost of doing business or on competitors’ 
pricing decisions. Rather, developing a pricing strategy should begin with determining the 
true value of a company’s offerings to its customers. There is often a gap between what 
customers will pay and what a business charges. 



Marketing insight 




Giving it all away 

Giving away products for free via sampling has been a 
successful marketing tactic foryears. Estee Lauder gave 
free samples of cosmetics to celebrities, and organisers 
at awards shows to this day like to lavish winners with 
extensive free items or gifts known as ‘swag’. Other 
manufacturers, such as Gillette and HP, have built their 
business model around selling the host product essen- 
tially at cost and making money on the sale of necessary 
supplies, such as razor blades and printer ink. 

With the advent of the internet, software compa- 
nies began to adopt similar practices. Adobe gave 
away PDF Reader for free in 1994, as did Macrome- 
dia with its Shockwave player in 1995. More recently, 
internet start-ups such as the Blogger Weblog pub- 
lishing tool, MySpace online community and Skype 
internet phone calls have all achieved some success 
with a ‘freemium’ strategy - free online services with 
a premium component. Venture capitalists and entre- 
preneurs believe that successful online freemium 
strategies of this kind depend on a number of factors 
(see Figure 16.1). 



Offline, other firms are also adopting freemium- 
type strategies. Offline, profits for discount air car- 
rier Ryanair have been high thanks to its revolutionary 
business model. The secret? Founder Michael O’Leary 
thinks like a retailer, charging for almost everything but 
the seat itself: 

1 A quarter of Ryanair's seats are free. O'Leary wants 
to double that within five years, with the ultimate goal 
of all seats for free. Passengers pay only taxes and 
fees of about €7-18, with an average one-way fare of 
roughly €35. 

2 Passengers pay extra for basically everything else 
on the flight: checked luggage (€6 per bag); snacks 
(€4 for a hot dog, €3 for chicken soup and €2.50 for 
water); and bus or train transportation into town from 
the far-flung airports that Ryanair uses. 

3 Flight attendants sell a variety of merchandise, 
including digital cameras (€100) and iPocket 
MP3 players (€120). On-board gambling and a 
mobile phone service are projected new revenue 
sources. 

o 
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Figure 16.1 Guidelines for a successful freemium strateav 
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4 tT.r< T‘ ine - wind »* sted « and seat-back 
pockets have been removed, and there is no enter- 

andThe" S t eat ~ back trays now carry advertisements, 

for Vodafol 6 n 0 " 5 ^ pta " es are giant billboard s 

tor Vodafone Group, Jaguar, Hertz and others. 

5 More than 99 per cent of tickets are sold online 

yanair s website also offers travel insurance, hotels, 
ski packages and car rentals. 

6 Only Boeing 737-800 jets are flown to reduce main- 
tenance, and flight crews buy their own uniforms. 

The formula works for Ryanair's customers, and the 
line flies 58 million passengers to over 150 airports 
each year. All the extras add up to 20 per cent of rev- 

are hiSTth"^ margi " S ° f 25 per Cent ' which 
high m the competitive airline business. Some 
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